14S 7: STATEMENT OF CAS; 
In 
0 


CHAPTER-9 | 
as at 31 December 2014 which Was Pre 


imited 
ZSTION-10 YZ Lim 
mE is the draft balance shect of X 


accountant: 


apital 
ccumulated profit 


Leaschold land – cost 2n (200) k loan 
sehold land - acc amortization 1,000 |Long term ban 
Leasehol 0) {Trade payables 3 
Building — cost (500) Income tax payable 23 
8 


Building - acc dep rued interest 


Machinery – cost 
Machinery - acc dep 

Long term deposit 

Stocks e 
Account receivables - net of provision 


Cash and bank 


ey 


"n А ПЯ ы ‘Rs, РРРА | 
Additional information: ше Gi expenses for the year amounted to; SN million and Rey 


(i) Profit before tax and inco | 
million respectively. = oe | 
(ii) ^ Balances as at 31 December 2013 were as under: 2i М Я | ~“ 
703 
Stock | 
Account receivables - net of provision " 418 
Cash and bank 28 
Trade payables E 


Income tax payable 
Long term deposit ER 
The company follows a policy of maintaining provision for bad debts equal to 5% of accou 


receivables. ы m 
(iii) The bank loan was obtained on 1 January 2014 and carries interest @ 9% per annum. 
XYZ uses straight line method for depreciation. Rates of depreciation are as under: 


(iv) 
Leasehold land 2% 
Building 5% 
10% 


Масһїпегу 
Full month's depreciation is provided in the month of acquisition but no depreciation is charged 
in the month of disposal. Depreciation for the year 2014 has already been provided. 


Required: 
Prepare a statement of cash flow as at 31 December 2014, (13) 
{Spring-15, Q.4 CAF-05} 
QUESTION-11 
of Quality Enterprises (QE) for the year ended 


Following are. the extracts from income statement 
31 December 2015 and its statement of financial position as at that date, together with some additional 


information: ~ 
Income statement for the year ended 31 December 2015 

| . in ‘000 

Profit from operations ii JP 402 
Other income | 3 7 
Interest expense (100) 
Profit before tax 7,659 
Income tax expense | | (a 376) 
6,283 


Profit for the year 
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CHAPTER-9 


AS 7: STATEMENT OF CASHFLOWS 


PT 
——— m Statement-of financial Position as at 31 December 2013 7 
"Equity and liabilities 2015 2014 | Assets 2015 2014 


Rs. in *000... ---Rs. in *000--- 


: Non-Current assets 
Owner's capital 14.219 10,703 


Ч Property, plant and equipment 19,628 11.845 
Unappropraled profit 10,652 6,697 Investments 7,645 6,498 
27,273 18,343 
Revaluation surplus 2.676 T? 
1096 bank loan 6.000 


Current liabilities 

Trade and other payables 
Income tax payable 

Bank overdraft 


Current assets 

Inventories 6 
Тгаде апа other receivables 
Cash and bank 


4,642 3,073 
2,2773 3,865 
3,996 4 
10911 — 6,942 
38,184 25285 
__ 38,184 25285 


Additional information: 


(i) During the year, movements in Property, plant and equipment include: 
о Depreciation amounting to Rs.5,280,000. 


o 
о Factory building was revalued fro i f 
о 


(ii) The owner of QE withdrew Rs.300,000 per month. The amounts we 
profit. 


(iii) ^ Trade debts written off during the year amounted to Rs, 200,000. The provision for bad debts as 
at 31 Decémber 2015 was Rs. 400,000 (2014: Rs. 550,000) 


(iv) ^ The interest on bank loan is Payable on 30 June eve 
1 November 2015. Interest for two 


payables. 
(v) | Other income includes inves 
ude 


Ty year. The bank loan was received оп. 
months has been accrued and included in trade and other 


Rs.80,000). 


indirect method. 


6 18) 
fAutumn-15 0.5 CAF-05} 
QUESTION-12 А 


The statement of financial position of Liaq 


13,938,060 | 13,665,280 | Freehold land 4,778,400 
1,000,000 


Long-term loan 
| 1,531,200 | 

| __694,320 | Equipment- УРУ | — 1,643,100] 
105,600 [— 3360 | Capital workin progess| 1478.400 | FS 
| re ма ш 
реци e I iem шш 
cnm | [Accounts receivable — | 

Г | 


[Cash 694,800 84,480 
16954160| __.________1е791.980 16,954,160 
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Other information: 


(i) 


IAS 7: STAI МУНА: ж FLOWS 
CHAPTER-9 


å e statement 
The following information has been extracted from incom да К 
»00 
Depreciation expenses | : 1,872 
Finance cost ит 
Gain on sale of fixed assets (net) E — 825,948" 
Net profit before tax 
Additional information: follows: 
(i) Details of gain on sale of fixed assets are as 10 . Rs. 
168,960 
Gain on sale of freehold land 70,000 
Loss on disposal of equipment due to fire 98,960 


equipment. The amount of insurance claim 
cumulated depreciation. : 
eously debited to building account on 


The loss on disposal of equipment represents the Уру о aj 
received, amounting to Rs. 30,000 was erroneously credi iss 
(ii) Repairs to building amounting to Rs. 50,000 were е 
31 December 2016. 0,000. - 
y ildi to Rs. 1,200, 
(iii) Transfers from capital work in progress to building amounted 
(iv) The owner withdrew Rs. 150,000 per month. 
Required: | Р 
Prepare statement of cash flows for the year ended 31 December 2016, 
indirect method. 


QUESTION-13 * 


Following information pertains to Nadir Limited: | 
Extract from statement of profit or loss for the year ended 31 December 2017 


in accordance. with 145 — 7 using 


З (12) 
fSpring-17, 0.6 САЕ-05) 


2017 | 2016 | 


---- Rs. in ‘000 ---- 


; 
р | м0].  [equpmen-net ____- 21.400: 
13,450] 12,44 


[Surplus on revaluation __|__4,000| - | Stock-in-trade 5,600 
Non-curent labiitis |. -| — T Trade receivables ra| 6540) 1 trait 
Long-term loans — | 4100] 3000| Other receivables — | 2.335 | eno 
Curent Ыш ____________раваљик EE ET 1 320 
Trade payables [1900] Тао 88 + 
= 


15.800 


1 
О 
= 
5 
a 
[4] 
= 
= 
В 
e 
e 
e 


гә 
[^] 
oo 
сл 


‚7150 


Accruals & other payables| ^ 680| 660| 
Tax liabilit | 650| 500] 
ESPERE 


| 


38,580 30,00 


Shares issued during the year were as follows: 
• 10% bonus shares in March 2017. 
• Right shares in July 2017, 
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During the year, А plant costing 
disposed of for Rs. 4,800,000 


АХ 7: STATEMENT OF CASHFLOWS 


Rs 9.500.000 


: g Rs and having a book value of Rs. 5,200,000 was 
T of which Rs. 1.800 


| T 000 are still outstandin 2. 
€ Depreciatien lor the Near amounted to Rs. 7,350,000 ' " 
n Y ^ КУУ ү ~ ~ 1 све У ч 
U ) Папе charges for the year amounted to Rs. 1,100,000. Accrued financial charges as on 
(iv 31 December 2017 amounted to Rs. 112.000 (2016: Rs. 48 000) 
) Provision for doubtful trade reeeiy ables ismaintained at 5% | 
e T 
Required: 


prepare statement of cash flows for the year ended 31 December 2017, in accordance with IAS 7 
statement of Cash Flows’ using indirect method, 


(15) 

{Spring-18, Q.3} 

WUESTION-14 | Е | 

Junior Accountant of Drum Limited has prepared the following statement of cash flows for the year ended 
31 December 2018: | 


Statement of cash flows 
Cash flows from operating activities 


У 1 : Rs. in ‘000° 
Increase in retained earnings 1,360 


Increase in dividend payable 
Increase in net trade receivables 
Increase in interest accrued 


Cash flows from investing activities 
Increase in land and building 
Increase in equipment 

Decrease in inventory 

Decrease in tax payable 


(3,810) 
Cash flows from financing activities 
Increase in share capital and premium s г 2,350 
Decrease in long term loan (1,000) 
Increase in trade and other payables š 600 
1,950 
1 . — ر‎ 
Decrease in cash balance during the year | (350) 
Opening cash balance 450 
Closing cash balance Е 100 
Junior Accountant informed you that he has taken 


the difference of opening and closing balances ' 
of each balance sheet item and classified each difference as either operating, investing or 
financing cash flows. He further informed that the statement is tied up with the cash balances 
appearing in the balance sheet, He has ignored the following information: 
(i) Depreciation on building and equipment amounted to Rs. 480,000 and Rs. 810,000 
respectively. 
(ii) During the year, an equipment costing Rs. 560,000 and having a book value of 
Rs. 310,000 was sold for Rs. 440,000. 
„ (iii) ° Provision for doubtful debts was increased by Rs. 140,000. 
(iv) | Dividend amounting to Rs. 700,000 was paid during the year, 
(v) Interest and tax expenses for the year amounted to Rs. 378,000 and Rs. 650,000 
respectively. | 


(vi) Trade and other payables as at 31 December 2018 included Rs. 950,000 for purchase of 
land and building. · 
Required: 


Prepare statement of cash flows for the year ended 31 December 2018, in accordance with lAS - 7 
"Statement of Cash Flows’ using indirect method. i (14) 
{Spring-19, Q.7) 
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IAS 7: STATEMENT OF CASHEL 


OW 
8 
CHAPTER 
" ers. Limited (S^ Jf, 
QUESTIONS | ments of Sunday Traders Limited (STL) for the a 
Following are the extracts from the financial stater e 
ended 30 June 2019. financial position as on 30 June 2 
Statement of financial positon рз | 
| 00 [aero | 208 Equity & llabilitles 
кыз Re, ln millon capital (Rs.100 each) 
| STATT и Н d € ida э. 
ја tano 26 нанын 
ME 1,800} 1,120 Share premiun 
€ ee 4,800] 4,500 | Retained — 
Prepayments 184 268| Long term чм 
Frade receivables з,коо | 3,600 | Trade bovem 
Сш! 194 480] Contract liabi! ity 
^ Accrued liabilities 
Interest payable 
Current maturity of long y term loans 
Provision for taxation 
19,333 | 17,208 
___"" — ' ye: ed 30 June 2019 
Statement of profit or loss for the year ende d 3 
Sales 


Cost of sales 

Gross profit 

Distribution cost 

Administrative cost 

Other income 

Profit before interest and tax 

Interest expense 

Profit before tax 

Tax expense 

Profit after tax 
Additional information: 
(i) 72% of sales were made on credit, 


№. 
Gi) Depreciation expense for the year amounted to Rs.750 million which was charged to distribution 
and administrative cost in the ratio of 3:1. 
(iii) Distribution cost includes: 


Rs.40 million in respect of loss on disposal of equipment. The written down vite at the 
time of disposal was Rs,152 million. ~ 


impairment loss on vehicles amounting to Rs.24 million, 


(У) Loan instalments (including interest) of Rs.1,984 million were paid during the year, 


(v) Other income comprises of | 
О increase in fair value of investment property amounting to Rs.220 million, 
. rent received from investment property amounting to Rs.184 million, 
(vi) — During the year, STL issued right shares at premium, . 
Required: ° 
Prepare 51125 statement of cash flows for the year ended 30 June 2019 using direct method. (19) 
fAutumn -19, 0.5) 


"аар озо с E EE. 
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“HAPTER-9 AS 7: STATEMENT OF CASHFLOWS 
cH 148 7: 


UESTION-16 


You are working as Finance Manager in Broad Pe 

internee for three months. You have asked him 

flows. After going through few state 

(0 Depreciation is not a с 
flows. 


" А " sifa › 5 

ak Limited (BPL). Faraz has recently joined BPL as 
to develop an understanding of the statement of cash 
ments, he has raised the following queries: 


ash Полу but was still appearing as an addition in the statement of cash 


(ii) In the statement of cash flows of a competitor, inter 
BPL showed it in operating activities, 


(iii) BPL purchased inventories throu 
. inthe statement. However, only 


(i) Cash and bank bal 
` opening and closin 

Required: 

Briefly answer the queries raised by Faraz, 


est paid was shown as a financing activity but 


ghout the year but total purchases of inventory were not shown 
decrease in inventory was added. 
ance in the statement of fin 


ancial position was not in agreement with the 
g balances at the end of staten 


nent of cash flows. 


(08) 
(Spring 2020 Q.2) 


QUESTION-17 
st 


atement of financial position of Taxila Limited (TL) as on 30 June 2020 is as follows: 
Assets 


Equity & liabilities 


Property, plant and equipment 
Investment property 
Inventories 

Trade receivables 

Prepayments and other receivables 
Short-term investments 

Cash and bank balances 


Share capital (Rs.100 each) 
Share premium 

Retained earnings 
Revaluation surplus 
Long-term loans 

Trade and other payables 


24 6 | Current portion of long-term loans 


|_ 2,554 | 1,865 | 


Additional information: 


(i) Equipment having fair value of Rs.240 million w 
(1) Аза result of revaluation carried out on 30 
increased by Rs.80 million out of which Rs.35 n 


(iii) ^ During the year, fully depreciated items of pro 
were sold for Rs.8 million out of w 


as acquired by issuing 2 million shares. . 


June 2020, property, plant and equipment was 
nillion was credited to profit and loss account. 
perty, plant and equipment costing Rs.36 million 
hich Rs.3 million is still outstanding. : 

(iv) Depreciation on property, plant and equipment for the year amounted to Rs.290 million. 


(V) An investment property was acquired for Rs.180 million. TL applies cost model for subsequent 
measurement of its investment property. й 

(v) Financial charges for the year amounted to Rs.45 million. Trade and о 

accrued financial charges of Rs.12 million (2019: Rs. 17 million). 


(vii) Short-term investments amounting to Rs.35 million are readily convertible to cash (2019: Rs.20 
million). Investment income for the year amounted to Rs.6 million. 
Required: 


ther payables include 


Prepare TL's statement of cash 


flows for the year ended 30 June 2020 in 
requirements of IFRSs. 


accordance with the . 
у (17) 
(Autumn 2020 Q 6) 
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[л STATEMENT OF САЎЦЕ 
a ШЕ 


CHAPTER-9 


UESTION-18 
atements of Saguaro Limited 


Following are the extracts from the fir 
June 2021: С 


Other information: | 
final dividend of 1096 


(i) 


Capital work in progress 
Inventories 


Operating fixed assets 
-] Ет | 1| 
Trade receivables | — 177 


(SL) for the year ended 
10 


nancial st 
June 2021 


on as on 30 


Statement of financial positi 


Frade payables — — 30 


ЕН D 
Current portion of long- term 


for 


Statement of profit or loss 


oa —— [ Gio) 
Hoenn disposal of equipment | on disposal of e uipment mM MN 


Loss before interest 


on 30 September 2020 which was paid in 


SL declared а 
December 2020. 


20 million shares were issued in May 2021. 


hinery destroyed in April 2020. The plant had cost 


(i) - 

(iii) Insurance claim was related to plant and*mac 
and book value of Rs. 63 million and Rs. 42 million respectively. 

(iv) During the year, SL disposed of equipment having cost and net book value of Rs. 75 million and 
Rs. 35 million respectively. ` 

(v) Current portion of long-term loans include accrued interest of Rs. 5 million 
(2020: Rs. 1 million) * | 

(vi) Trade payables include an amount of Rs. 14 million payable against capital work in progress. 

Required: 

f cash flows for the year ended 30 June 2021. (1) 
| (Autumn 202108 


?repare SL's statement О 
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CHAPTER-9 


IC 
4 swer-l 
Answer” Mr. Fazal Din 
Statement of Cash flow 
. for the year ended December 31, 2006 
Cash flow from Operating Activities 
Profit for the year 


(W-2) 
Adjustments for: | | 
Depreciation i 
.Profit on saleiof equipment E 


Operating cash flow before Working capital changes 
Adjustment for working capital changes 
(increase)/decrease in current assets 
(increase)/decrease in invento 
(increase)/decrease in debtors 
(increase)/decrease in Prepayments 
Increase/(Decrease) in current liabilities 
Increase/(decreasc) in creditors 
increase/(decrease 


) in accrued expenses 
Working capital changes 


145 7: STATEMENT OF CASHFLOWS 


AP PAST PAPER SOLUTIONS 


Rs. 
275,000 


160,000 
20,000 


- (160,000) 
Net cash flow from operating activities A 255,000 
Cash flow from Investing Activities . 
, Purchase of fixed assets (W-3) `. 
Sale proceeds from disposal of equipment 60,000 
Net cash flow from investing activities B , В 7 (540,000) 
Cash flow from Financing Activities 
New capital from owner . - 
Drawing ^ 7 А Р 
Net cash flow from financing activities C (100,000) 
Net increase/(decrease) in cash and cash equivalents (A+B+C) (385,000) 
Add: cash-and cash equivalents at beginning of period -(W-1) . (100,000) 
Cash and cash equivalents at end of period (W-l). (485,000) 
WORKINGS 
(W-1) Cash and cash equivalents 2005 2006 
Cash in hand 200,000 300,000 
Bank overdraft (300,000) (785,000) 
(100,000) (485,000) 
(W-2) А 
Dr. ;Capital account Cr. 
Drawing . 100,000 lop. 
cl. 


1,675,000 


1,575,000 Profit (bal.) 


a M. 
1,675,000 


i =‏ — = 
لے | هی ر | eis‏ 
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‚ STATEMENT OF С 


ASUFLOWe 


CHAPTER-9 


(W-3) t 
Dr. Fixed asset at COS I 
a 1.150,000]Asset disposa 1,600000 
| | , nu 
Cash (additions) (bal.) 600,000 cl. | 75000 
1,750,000 — 000 


additions of Rs. 350,000 are included in the 


No separate balances of fixed assets are given, therefore 
figure of Rs. 600,000 which is calculated as balancing figure. 


^ 


(W-4) | 
Dr. Allowance for depreciation E C. 
Asset disposal (W-5 60,000] op. 3 ©. 
cl. (W-5) 175,000) Depreciation (bal.) س‎ 

0 


Dr A t c 
Dr. Equipment Disposal Accoun 5 
Cost à 100,000 |[Dep. (Cost -WDV) (100,000-40,000) | 60,000 
P and L (bal.) 20,000| Cash ви 

| —120,000 
Answer-2 | ' 

Mr. Moosani 
Cash flow statement. 
for the year ended December 31, 2008 

: Rs. 


Cash flow from Operating Activities 
Profit for the year (W-1) ‚ 220200 
Adjustments for: 

Depreciation . 


-Furniture (W-4) 

· -Equipment (W-5) 

Gain on sale of furniture (W-6) 
Loss on sale of equipment (W-7) 
Profit on sale of investments M (W-9) 


Operating cash flow before working capital changes ` 232200 


Adjustment for working capital changes 
(Increase/decrease in current assets ~ 
` (Increase)/decrease in inventory 
(increase)/decrease in accounts receivable-net [(31,700-6,500) - (21,500-9,700)] (13,400) 
Increase/(Decrease) in current liabilities 
Increase/(decrease) in creditors 
Increase/(decrease) in bills payable 
Increase/(decrease) in accrued expenses 
Working capital changes 23.300 
Net cash flow from operating activities s A : 208,900 


4,300 


Т... 
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а € 


|| 


CHAPTER-9 


JAS 7: STATEMENT OF CASHFLOWS · 
Cash flow from Investing 


Purchase of fixed assets 
-Furniture = 
-Equipment (бУл) mi 

Sale proceeds from disposal Of fixed бза, 

й -Furniture 


(W-3) (66.000) 
-Equipment 

Sale proceeds from dispos 

Net cash flow from invest 


Activities 


al of investments 
NE activities 


-9 
\ inves үз) (55,100) 
Cash flow from Financing Activities 
New capital from Owner W-8 12,000 
Loan repayment M (22,000) 
Drawing "e (15,000x12) 180,000 
Net cash flow from financing activities с 26 190,000 
Net increase in cash and cash *quivalents (A+B+C) (36,200) 
Add: cash and cash equivalents at beginning of Period 41,400 
Cash and cash equivalents at eng of period — 5200 
WORKINGS 
(W-1) 
Dr. Capital account Ст. 
ор. 83,800 
Drawing (15,000х12) 180,000|Profit (bal,) 220,200 
cl. 136,000 Long term loan (new capital) (W-8) — 12,000 
| 316,000 
(W-2) 
Dr. Furniture at cost Cr. 
64,000] Fu 


64,000 

| 80,000 
г : 144,000 

Dr. 2% 

ор. 

Cash (additions) (bal.) 


Cr. 


23,000 
- 86,000 
> 109,000 
(W-4) ` 2 
Dr. 


Accumulated de reciation- Furniture 
Asset disposal 15,000 op. 
cl. 8,000 Depreciation (bal.) 
| 23,000 
(W-5) 
Dr. Accumulated de reciation- Equi ment 
Asset disposal (W-7) 9,200 lop. 
cl. 24,000 Depreciation (bal.) , 
33,200 33,200 
(W-6) у ` 
Dr. Furniture Dis osal Account 
Cost 64,000 Accumulated depreciation 
PandL (bal.) 11,000! Cash (insurance company) 
| 75,000 75,000 
———À 
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IAS 7: STATEMENT OF CASHFLoy 
8 


CHAPTER-9 
; f asset account and а 
the opening balance 0 — 

As whole of the opening furniture is destroyed, 50 
o disposal account. 


depreciation account is transferred t 


count 


(W-7) | 
Со ent Dis nosal АС s cues 
У" 23.000 Accumulate p 
i UU (23,000х40%) 
Cash в, 
P and L (bal) Е ы 
| 300 
(v = 
"-8) 


Dr. 


Cash (22,000-12,000) 


Capital 
cl. ` | Er 
EH — 3800 
Entry for loan repayment . ` 35.006 ~ 
Long term Loan і . ^ 10,00 
Cash (bal.) jo 
Capital 900 
(Repayment of loan through business cash and through personal account) 
(W-9) Entry for disposal of investment : Dr. 3 Cr. 
Cash (bal.) 24400 — 
PandL со, 7,500 
Investment 16,900 
(Entry for disposal of investment) 
Answer-3 
Mr. Sakhawat Hussain — ' у 
Statement of Cash flow à 
for the year ended December 31, 2009 
Cash flow from Operating Activities Us ` Rs 
Profit (W-2) 
Adjustments for: 
Depreciation (W-4) 
(W-6) 


Gain on sale of fixed assets 


Profit on sale of investments _ (W-8) 


Р 1,340,000 
)perating cash flow before working capital changes · 2,740,000 
.djustment for working capital changes 
(Increase)/decrease in current assets excluding cash 
Increase/(Decrease) in current liabilities 450,000 
Working capital changes 1,070,000 
et cash from operating activities j 1,670,000 


618 ! 
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(HAFTER-9 


Cath flow from Investing Activities 
Purchase of fixed assets 


IAS 7: STATEMENT OF CASHFLOWS 


Ó— | 
(1.310.000) | 


(W-3) 

Sale proceeds from disposal of fixed assets 250,000 

Investments purchased (W-7) (330,000) | 

Sale proceeds from disposal of investments |. 320,000 j 
Net Cash from investing activities n (1,090,000) 
Cash flow from Financing Activities — 

New Capital form owner (W-1) 1.000.000 | 

Drawing (1,200,000) 
Net cash from financing activities C (200,000) 
Net increase in cash and cash equivalents (A+B+C) 380.000 
Add: cash and cash equivalents at beginning of period ____570.000 _ 
Cash and cash equivalents at end of period 950,000 
Cash and cash equivalents 2009 2008 
Current assets А 4,750,000 2,850,000 
Percentage B 20% 20% 
Cash =AxB 950,000 570,000 
Current assets excluding cash D-A-C 3,800,000 2,280,000 
WORKINGS 
(W-1) 
Dr. Capital account Cr. 

Ор. 10,000,000 

cl. 11,000,000 | Cash (bal.) 1,000,000 
(W-2) 


Dr. Profit and loss account Cr. 
Drawings 1.200.000 | Op. 900,000 
cl. 1,100,000 | Profit (bal.) 1,400,000 
(W-3) 
Dr. Fixed assets Cr. 
9.600.000 | Disposal account [furniture (ii)] 200,000 
Cash (additions) (bal.) 1,310,000 | Disposal account [others-(iii)] 960,000 
cl. ' 9,750,000 
(W-4) 


Dr. 


Accumulated depreciation 
Disposal (ii) 


200,000 | Ор. 


Ст. 


2,450,000 

Disposal (iii) (960.000-160.000) 800,000 | Depreciation (bal.) - 1,500,000 
(W-5) 
Dr. | Disposal account Cr. 
Cost | 200,000 | Accumulated depreciation 200,000 

Cash - 
(W-6) : 
Dr. Disposal account Cr. 
Cost 960,000 | Accumulated depreciation 800,000 
P and L (bal.) 90,000 | Cash 250,00 
(W-7) | 
Dr. Investments Cr 
Op. 2,500,000 Disnosal 250.00! 
Cash (additions) (bal.) 350,000 | cl. ‘ 


2,600,00 
619 
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AS 7: STATEMENT OF CAsq 
0 


CHAPTER-9 Ws 


(W-8) 

Entry for disposal of investment 

Cash (bal.) 
Р апа L (bat) 
Investment 


Answer-4 


Cash flow from Operating Activities 


Profit for the year 
Adjustments for: 
Depreciation, 
(Gain) on sale of land 
(Gain)/loss on sale of long term investments 
Loss on sale of equipment 
Operating cash flow before working capital changes 
Adjustment for working capital changes 
(Increase)/decrease in current assets 
(Increase)/decrease in inventory 
(Increase)/decrease in debtors (gross) 
(Increase)/decrease in prepayments 
(Increase)/decrease in office supplies 
Increase/(Decrease) in current liabilities 
Increase/(decrease) in accounts payable 
Increase/(decrease) in accrued expenses 
Working capital changes 
Cash generated from operations 
Less: 
Drawings made 
Net Cash from operating activities 


Cash flow from Investing Activities 


Purchase of building 
Purchase of equipment 

Sale proceeds from disposal of land 

Sale proceeds from disposal of equipment 
Purchase of long term investmerit 

Sale proceeds of investment 

Net cash from investing activities 


Cash flow from Financing Activities : 


New capital from owner 
Loan repaid 
Net cash from financing activities 
Net increase in cash and cash equivalents 
Add: cash and cash equivalents at beginning of period 
Cash and cash equivalents at end of period 


Mr. Junaid Janjua 
Cash flow Statement 
for the year ended December 31, 2010 


(W-2) 


Dr. 
320,000 Cr, 
70,009 
50,009 


(200,000-424,000) 
(104,000-280,000) 
(36,000-24,000) 
(7,000-14,000) 


(158,000-263,000) 
(40,000-24,000) 


(W-5) 
(W-7) 
(W-4) 
(W-9) 
(W-11) 
(W-12) 
B. 


(W-2) 

(W-10) (100,000+75,000) 
C 

(A*B*C) 

(W-1) 

(W-1) 
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(НА 
IAS 7: STATEMENT OF CASHFLOWS 
4JRKINGS 
x Cash and cash equivalents 
Сп — 2010 2009 
Less; Short te 145,000 32,000 
(580,000) (580,000) 
w-d ( 435,000) ( 548,000) 
٤ Capital account | 
i oid 3,402 = 
prawing 568,000 | Profit (Бај) "950,000 
14 3:884,000 | Loan a/ А : 
" 74452006 € (New capital) . 100,000 
-— — 4,452,000 
( 
Dr. Land at cost Cr. 
vd 2,500,000 | Land disposal (Баг) 690,000 
T c/d 1,810,000 
Dr. _ Land Disposal Account Cr. 
Land cost (W-3) 690,000 | Accumulated depreciation = 
oed L 64,000 | Cash (bal.) 754,000 
(W- . i | 
pr. z Building at Cost Cr. 
b/d 2,300,000 
Additional (bal.) 500,000 | c/d" 2,800,000 
(W-6) 
Dr. Accumulated depreciation-buildin Cr. 
b/d 720,000 
cd 890,000 | Depreciation (bal.) 170,000 
Qn 
Dr. Equipment at cost ~ Cr. 
bid 1,150,000 | Disposal (W-9) 105,000 
Additional (bal.) 155,000 | c/d 1,200,000 
(W-8) 
Dr. Accumulated depreciation-equipment | Ст. 
Disposals (bal.) 30,000 | b/d 350,000 
c/d 380,000 | Depreciation 60,000 
(W-9) 
Equipment Disposal Account Cr. 
105,000 | Accumulated depreciation 30,000 
PandL : 15,000 
Cash (bal.) 60,000 
(W-10) « | 
Dr. Long term loan | Ст. 


Cash (bal.) | 75,000 | b/d 1,160,000 
Capital 100,000 
c/d 985,000 
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IAS 7: STATEMENT OF CASHFLOW, | 


СНАРТЕК-9 
Dr. 
r Cr. 


175,000 


Entry for loan rcpayment 
Long term Loan 7s 
:00 
Cash (bal.) 100,099 


Capital 
(Repayment of loan through business cash and throug 
Cr. 


(W-11) 
Dr. Investment : 100,000 
Cash (new purchased) (bal.) . 150,000 | c/d | 
рг. Сг, 


ћ регзопа! account 


V-12) Entry for disposal of investment 
Cash (bal.) 32000 
P and L 32,000 
: 100,00 
Investment 9 
(Entry for disposal of investment) 
Answer-5 
Amin Industries 
Cash flow Statement 
for the.year ended 31 August 2011 
Cash flow from Operating Activities Rs. _ 
Profit during the year 3,161,000 
Adjustments for: AE 
Depreciation (W-6) 2,498,000 | 
Gain on sale of fixed assets (W-7) . (417,000) 
2,081,000 
Operating cash flow before working capital changes 5,242,000 
Adjustment for working capital changes 
Debtors - - (1,845,000) 
Stock (14,950,000-12,178,000) 2,772,000 
^ Creditor - (3,457,000-2,850,000) 607,000 
Working capital changes 3 1,534,000 
Drawings d (3,120,000) 
A 3,656,000 


Net Cash from operating activities 


Cash flow from Investing Activities 

Sale proceeds from fixed assets 1,284,000 

Purchase of fixed assets (W-5) (6,191,000) 
B (4,907,000) 


Net cash from investing activities 


Cash flow from Financing Activities А 
(W-4) 5,450,000 


New capital from owner 
Loan raised/ (repaid) 
С 5,450,000 


Net cash from financing activities 
Net increase in cash and cash equivalents (А+В+С) 4,199,000 
Add: Cash and cash equivalents at beginning of period (1,391,000) 
Cash and cash equivalents at end of period У 2 808.000 
,س کے‎ 
2 
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AS 7: STATEMENT OF CASHFLOWS 


og p» P ai cash cquivalents 
“ 


se den investments 2011 2010 
She aterm finance 4,911,000 * 
short К (2,545,000) (1,616,000) 
pan 442,000 225,000 
2) Calculation of cost of fixed assets — 2,808,000 (1,391,000), 
Fixed asset-BV 2011 2010 
Add: Accumulated Depreciation Net 15,172,000 — 12,346,000 
Fixed assets-at cost А 7,470,000 — 5,605,000. 
ов _22,642000__17,951,000_ 
аб f gross debtors 
qw) Calculation о TEN 2011 2010 
t Debtors LÁ AM الع‎ 
эк Provision for bad debts Net Ө опто 
Grass Debtors Gross 121600 521060 
cw-4) Dr. | Capital account — M 9 
DAWNE, s 3,120,000 | Op. 27,942,000 
Profit 3,161,000 
~ — رک‎ New capital (bal.) 5,450,000 
y-5) Dr. ixed Assets-at cost = 
(UU на СУ-27) 17,951,000 | Disposal 1,500 as 
Additions (bal.) 6,191,000 | c/d (W-2) 22,642,000 
(W-6) Dr. Accumulated depreciation Ст. 
н Disposal (1,500,000-867,000) 633,000 | Op. 5,605,000 
cl. 7,470,000 | Depreciation _ (bal.) 2,498,000 
(W-7) Dr. Disposal Account Cr. 
Cost; 1,500,000 | Acc.dep. (1,500,000-867,000) 633,000 
P and L (bal.) 417,000 | Cash 1,284,000 
(W-8) Dr. Provision for bad debts account Cr. 
| Я ор. 385,000 
cl. 484,000 | P and L (bal.) | 99,000 
Answer-6 
Rehan Brothers 
Cash flow statement 
for the year ended June 30, 2007 
Cash flow from Operating Activities Rs. 
Adjusted loss for the year (W-D) (503,000) 
Adjustments for: Р 
Depreciation | 
Gain on disposal of plot of land (W-2) 
Loss on disposal of lather machine (W-3) 
Gain on exchange of computer (W-5) 
Operating cash flow before working capital changes (501,000) 
Adjustment for working capital changes 
(increase)/decrease in current assets , | | 
increase/(Decrease) in current liabilities ' 90,000 
Working capital changes — C 
A | : (481,000) 


Net cash flow from operating activities 
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: 7, STATEMENT OF CASIF 
. Е IAS 7: STATEMEN АПЕТ оуу, 
CHAPTER-9 


Cash flow from Investing Activities 
Sale proceeds of plot of land 
Sale proceeds of lather machine 


Purchase of computer а B 600 000 
Net cash flow from investing activities 
Cash flow from Financing Activities 

New capital from owner 

Drawing с = 
Net cash flow from financing activities 119 
Net increase in cash and cash equivalents . (A+B+C) 60 
Add: cash and cash equivalents at beginning of period x 
Cash and cash equivalents at end of period ——— 
WORKINGS Rs, 
(W-1) Adjusted loss for the year 
Un-adjusted loss (as given) | "m ESOS. 
Less: Repair expense wrongly debited to accumulated depreciation ‚000 

503,000 

(W-2) 
Dr. Land Disposal Account Cr. 


390,000| Accumulated depreciation 
210,000|Cash 

600,000 
It has been assumed that plot of land has not been 
not been shown in the investing activities. 


Cost 
P and L (bal.) 


600,000 
purchased in the current year, therefore Rs. 390,000 has 


(W-3) 
Dr. Lather machine Disposal Account Cr. 
Cost 200,000 Accumulated depreciation (W-3.1) 96,000 
Cash 50,000 
P and L (bal.) a — 54,000 
200,000 
(W-3.1) Accumulated depreciation of lather machine — . | Lather . 
Machine 
Cost . 200,000 
Residual value (2096 of 200,000) * (40,000) 
Depreciable amount . 160,000 
Depreciation per year (160,000x10%) 16,000 
Life until the date of disposal (in years) 6 years 
96,000 


` Accumulated depreciation (16,000 x 6) 


(W-4) 
Dr. Office equipment disposal account Ст. 
Cost 5,600| Accumulated depreciation ` 5,600 


Cash - 


5,600 — 5600 
As the equipment is written off so nothing is received on its disposal, 
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STATEMENT OF CASHFLOWS 


pnm. for exchange of computer 
& К at cost (new) Dr. Cr. 


Ne 
MUN depreciation (old computer) (30,000-10,000) 65,000 
eif and L (bal) | 20,000 
Computer- at cost (old) 5,000 
Cash 30,000 
50,000 


4 imple penes Es all the He information w 
МИ > worked out was additi 

| < required to be rstly the furni ons to the non-current assets. Fo 1 i iti 
omini assets firstly the furniture disposal ассо - For calculating the additions to 


А . unt w i 
jer arg disposed off. By putting this figure in tl ни 00 Ирине toxcalculeteithe 


ү of asse ће asset iti 
ру © igure. Further the final answer of this 5 account, the additions are calculated as 


ncing : question cannot 8 
Ming balances of cash and cash equivalents are not given in the id س‎ because opening and 
des s 


аз readily available. The only figure which 


Cash flow Statement 
For the year ended June 30, 2008 


sh flow from operating activities: Rs. 
paft Or ا‎ 256,800 
Hr а 
r 
E on disposal of furniture А Eon 
ap cash flow before working capital changes ے‎ 95 
mt 281,100 
Increase in debtors ed 
Decrease in stocks » aa 
Increase in creditors | | оя 
үш cash flow from operating activities | 0200 
Cash flow from investing activities: , 
Purchase of non-current assets (W-1) 8:500) 
Proceeds from sale of non-current assets | 
Net cash flow from investing activities | | я (16,900) 


Cash flow from financing activities: 


Loan repaid — ^ (75,000) 
Withdrawals | | 120,000 


Net cash flow from financing activities ` (195,000) 
Net increase/(decrease) in cash and cash equivalents during the year 88,000 
WORKINGS 

W) 


The opening and closing WDV of assets are not given in the question rather only, decrease in assets 
amounting to Rs. 7,400 is given. It means if we suppose that opening assets have a book value 100,000 
then closing assets would have a book value of 92,600 (i.e. a decrease of Rs 7,400). 


Dr, Furniture account at WDV Cr. 

bd (assumed) 100,000] Disposal (W-1.1) 18,800 

Additions (bal. fig.) 28,900| Depreciation on : 
c/d (assumed) . А 


128,900 ~ ___128,900. 
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IAS 7: STATEMENT OF CASHEL 
CHAPTER-9 M 
ate the additions as a balancing figure i 
a difference of Rs. 7,400 sa 


i vi лед to calcul ! 
The opening and closing book values are assume Mich fad в rem 
The result would be the same. 0а 


, pures W 
of these figures you could have assumed any ioo 
opening book value and 142,600 as closing boo | 


SM Furniture disposal account 
т: 0|Cash 
WDV (bal. fig.) ка P and L (loss) 


Answer-8 


Cash flow from Operating Activities 


Profit before tax 

Adjustments for: 
Depreciation 
Interest expense 


Operating cash flow before working capital changes 


Adjustment for working capital changes 
(Increase)/decrease in current assets 
(Increase)/decrease in stocks 
(Increase)/decrease in debtors (gross)/ bill receivable 
(Increase)/decrease in prepayments 


Increase/(Decrease) in current liabilities 
Increase/(decrease) in creditors/ bills payable 


Increase/(decrease) in accrued expenses 
Working capital changes : 


Less: Income tax paid (W-1) (118,000) 
А 32,000 


Net Cash from operating activities 


Cash flow from Investing Activities | A 
Cash flow from Financing Activities С Я 
| ` 32,000 


Net increase in cash and cash equivalents (А+В+С) 


WORKINGS - 
(W-1) 

Dr. · Тах ехрепзе Ст, 
Cash (bal.) 118,000 | b/d 


c/d 


Answer-9 | 
Cash flow from Operating Activities | . Rs. in Million 
Profit before tax _ (W-1) 132 
Adjustments for: é Е 

Depreciation 

Financial Charges (interest expenses) 

Loss on Car | 
Operating cash flow before working capital changes 


(9 + 6.25) 
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Аер ДЕРЕ латы 
7: STATEMENT OF CASHFLOWS 


ant for orking capital changes 
MS ease) decrease in current assets 
( Account Receivables - net 
Inventory [01 809) 
e)/decrease in current liabilities 
Account Payable (Creditor) 
ital changes 


d from Operations ~ : н 7 


(increas 


M orking cap 

- generate А 

t Finance charges paid aD 

Less: Income Tax paid (W-8) 
Drawing . (W-7) (5.00) 

vat cash flow from operating activities | (W-5) | Qs) 

М ~ 9.45 


й Пом from. Investing Activities 
purchase of Properly. Plant and Equipment W-2 

ceed from insurance (W-2) (103.65) 
Pr тот Investing Activities e 5 


е fr 
mh from Financial Activities (B) (10245) 
Cash contributed by the Partner 
proceed from long term loan 
Net cash flow from dE activities (O = 
vat increase in cash and cash equivalent ee) 
Pm Cash and cash equivalent at year start кыне a 
Cash and cash equiv alent at end of year (W-6) — ج‎ 
WORKINGS 
E Profit before tax Rs. in Million 
Less; Cost of sales | бу 
Operating & Selling expenses (37.30) 
Add: Miscellaneous Income А 0 50 
Less: Finance charges н (2.50) 
Profit before tax . 132 
(W-2) ЕЕЕ 
Dr. Property, Plant & Equipment Account Cr. 
Capital (building) 25 | Disposal 1.8 
Capital l4| - 
Cash & Bank (bal.) 103.65 | c/d 128.25 
(W-3) | | 
Dr. Disposal Account Cr. 
Property, plant and equipment 1.8 | Accumulated Depreciation 
P/L ` 
Cash (bal.) 1.2 
(V4) 
Dr. - Accumulated Depreciation Account Cr. 
Disposal 0.25 | b/d 0 
"n c/d : 15 | Depreciation Expense (9 * 6.25) 15.25 
5) 
Dr. Partners’ Capital Cr. 
Drawings (bal.) 2.45 | Cash 50 
Я Building . 25 
c/d 73.95 | Car 1.4 
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CHAPTER-9 


(W-6) | 
Cash and cash equivalent at end of ycar 
Cash and Bank 
Bank Overdraft 


Low, 


‘Sin 


um Dr. Taxation Expense Q 
я ЛИ i 
Cash (bal.) Rs P 00 
cl. payable i 
js. 

(W-8) Dr. Interest Expense € 
Cash (bal.) P/L 30 
cl. payable m | 


Answer-10 | 
XYZ Limited 
' Statement of Cash Flow 
: For the year ended 31 December 2014 


Cash flow indirect method 
Cash flow from Operating Activities 
Profit before tax ` 
Adjustments for: 
Depreciation (W-4) 
Interest expense ' (W-D 
Operating cash flow before working capital changes 
Adjustment for working capital changes 
(Increase) /decrease in current assets 
(Increase)/ decrease in inventories - (703-910) 


(Increase) /decrease in trade receivables ` (418-361) 
Increase/ (Decrease) in current liabilities 
Increase/ (decrease) in trade payables (150-228) 
Working capital changes | 
Cash generated Кот operations 
Less: 
Interest paid (W-1) 
Income tax paid (W-2) 
Net Cash from operating activities A 
Cash flow from Investing Activities с 
Purchase of fixed assets 
Net cash from investing activities ` B 


Cash flow from Financing Activities 


Long term loan raised 
Net cash Тот financial activities C 
Net increase in cash and cash equivalents (А+В+С) 
Add: Cash and cash equivalents at beginning of period 
Cash and cash equivalents at end of period 


WORKINGS 


628 


Rs. in Millions 
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К Dr. 1 
OD Cash (bal) nieres Ex пзе cr. 
cl. р. Ж 
i | 13 | Рам, (200x954) 18 
W2 Cash (bal) жш tax sense Cr. 
1. р; 
9 85 | Pande u 
w-3) Pr х Machinery 
( Wf (bal) E че } cost Cr. 
" * 1,750 
(i Actual Depreciation for (ће year 
Leasehold Land W-10 5 
Building oe 50 
Machine (W-5) © 475 
| = 
(%-5) Dr. А Accumulated де reciation - Machine Cr. 
m /4 ^ (bal) 975 
б 1,150Depreciation (1,750 x 10%) ‘ 175 
(Ww: Pr: Capital Cr. 
1,000b/d (bal.) 1,000 
(WD рг А 


(W-8) 


б\-%) 


(W-10) 


(W-11) 


(W-12) 


629 


Dr. Land Cr. 
b/d (bal.) 25 
/d 250 
Dr. » Acc. Amortization Cr. 
/d (Ба!) р 195 
c/d 200Amortization (250 x 2%) 5 
Dr. Buildin; Сг, 
b/d (bal) 1,00 
/d 1,000 
Dr. Accumulated Depreciation - building - Cr. 
== /d (bal.) 450 
c/d { 500/Depreciation (1,000 x 5%) -50 
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Lo 


CHAPTER-9 
$ 


пау Enter rises 
Statement of cash flow 


for the year ended December 31, 2015 
Cash flow from Operating Activities 


Profit before tax 
Adjustments for: 
Depreciation 
Interest expense > . (W-6) 
(Gain)/ loss on sale of Machinery (W-3) 
Investment income 
Operating cash flow before working capital changes 
Adjustment for working capital changes 
(Increase)/decrease in current assets d 
(Increase)/decrease in inventory (3,073 - 4,642) 
(Increase)/decrease in trade receivable (3,865 - 80) - (2,273 - 96) 
Increase/(Decrease) in current liabilities 
Increase/(decrease) in trade payables (3,337 - 100) - 4,953 
Working capital changes 
Cash generated from operations 


Less: » d 
Interest paid (W-6) 
О, (W-9) 1070 
A | | 809); 


Income tax paid 


Net Cash from operating activities 
Cash flow from Investing Activities . 
(W-2) 


Purchase of PPE | 
disposal of PPE- Mach. 


Sale proceeds from 
Sale proceeds from disposal of PPE 
Investment income received (W-5) 
Purchase of investment à (W-4) * ; 
| B | (10) 
3,516 


Net Cash from operating activities 


Cash flow from Financing Activities 
ds from issue of share capital _ (W-7) 1 
А 6 
3,600 


Procee 

Loan raised ғ 

Drawings s ' (300 х 12) 
Net Cash from financial activities . С | HEU 

| . 9 

Net increasé in cash and cash equivalents (A+B+C) : p. 
Add: cash and cash equivalents at beginning of period (W-1) 
Cash and cash equivalents at end of period і ) 
WORKINGS ; ai 
(W-1) Cash and cash equivalents 015 E 
Cash and bank ; и 28 
Less: Bank overdraft У - 556 3 
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Property 


lant and ес uipment 


pr. D Cr. 
Ф. valuation surplus (8,000 - 5,963) 2.037 p ње poet 
` preciation ' 0 
Adi ions (Bal ) . \ 16,106 Disposal — Building 2,599 
cl. 19,628 
Ww Р "P | 
be Disposal - Machine . Cr. 
ТЕ 2,481 | Cash 3,440 
PIL (Bal.) 959 
qw-4) 


Investment account - at cost 


рг. = " Cr. 
(AN 6,498 
Addition (bal.) 1,147 | cl. 7,645 


(У-5) - А 

Dr. nvestment Income receivable Cr. 

PIL 398 | cl. 96 

(W-6) 

pr. Interest expense Cr. 

cl. (bal.) 100 | P/L (6,000 x 10% x 2/ 12) 100 

(W-7) А . 

pr. Owner's capital Ah Cr. 

"TEE I 

d. ^ 14,219 | Cash (bal.) ` 3,516 

(W-8) 

Dr. Una riated Profit Cr. 

Drawings (300 x 12) 3,600 | ор. 6,697 
Profit after tax 6,283 

d. 10,652 Revaluation Surplus (W-10) 0,272 

(W-9) | | 

Dr. Taxation ' | Cr. 

Cash (bal.) 1,070] op.  . 994 

а. e. 1,300 | P/L | 1,376 

(W-10) 

Dr. Revaluation Surplus Cr. 

Unappropriated Profit (Bal.) s 1,272 | op. = 1,911 

d. . 2,676 | PPE (W-2) | 2,037 

(W-11) 

Dr. Disposal- Buildin Cr. 
P/L = 
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CHAPTER-9 


Answer-12 


Cash flow from operating activities 


Profit before tax — adjusted 
7 Add: Depreciation 
Add: Finance cost 


IAS 7: STATEMENT OF САЗ 
SH 


Liaquat Industries 


Cash Flow Statement 


For the year endcd December 31, 2016 


(W-12) 


Less: Gain on disposal of freehold land 
Add: Loss on disposal of equipment (70,000 - 30.000) 


Profit before working capital changes 
Working capital changes 

Accounts payable 
Inventory 


Accounts receivable 52 - 1.27 


(595.4 
Less: Interest paid 

Less: drawings (150,000 x 12) 
Net cash from operating activities 


У investing activiti 
Sale proceeds from frechold land disposal 
Capital WIP investment 
Insurance claim from equipment 
Long term deposit 
Net cash from investing activities 


Cash flow from financing activities 


Capital injected bv the owner 


Net cash from financing activities 
Net cash flow 

Opening cash and cash equivalent 
Closing cash and cash equivalent 


WORKINGS 

(W-1) 

Cash and cash equivalent 
Cash 


Short term loan 


(W-2) 


Drawings 


c/d (13,938.06* 30- 50) 


LE 


(417.120 - 694,320) 
(320,628 - 685.698) 


2732 


72) 


(W-12) 


(6.106. 40) 


Capital account 


1,800 00 | bd 


13,918 06 | Cash (bal ) 


15,7158 06 


OW. 
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Accrued interest а/с 
99.632 ie RR RR 
s ha | 63.36 
Merest exp, . 11.872. 
205.23 


1,821.60 
4.778.40 
6,600.00 


4 А 7 4,171.20 Repair 

У 12 

CWIP . 200.00 | Dep. (Бај) 
Add (wrong) 50.00 


. 363.60 
c/d (5057.6 - 50) 


54120. 
(1-6) 


Equipment alc- BV 
2,112.00 Disposal 
30.00 | Dep. (bal.) 
` Cash EL 
c/d (1643.1 + 30) 


Acc. dep. 


2,142.00 
(W-8) 


PIL ale 168.96 | Cash (bal.) 1,990.56 . 
1,990.56 ' 1,990.56 
(W-10) | : | : ' 


Capital WIP а/с 
bd 


| 1,821.60 | Building a/c 1,200.00 
Cash (bal) . 856.80 | c/d 1478.40 
2,678.40 2,678.40 
(W-11) 
Long term deposits a/c 
Сав 448.80 | Building a/c 1,200.00 
al.) 132.00 | c/d -soo 
. 580.80| | 90.80. 
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CHAPTER-9 


(W-12) Adjusted profit 


Unadjusted net profit before tax 

Add: Insurance claim on equipment 
Less: Repair to building 

Add: Depreciation adjustment (W-13) 


(W-13) Depreciation adjustment due to rectification 


Depreciation before rectification - given 
Depreciation after rectification (363.6 + 200.0 + 368.9) 


Depreciation impact 


(W-14) Rectifying entries 
Acc. Depreciation(equipment а/с) 
P/L 


P/L (repair expense) 
Building 


Answer-13 
Nadir Limited 


. Statement of Cash flows 
ash flows from operating activities 


Profit before tax 
Adjustments for: 
Depreciation. 
Loss on Disposal-PPE 
Interest expense 

Operating cash flows before working capital changes 
Adjustments for working capital changes: 
Cncrease)/decrease in current assets 
(Increase)/decrease in stock (5,750-5,600) 
(Increase)/decrease in debtors (4.466-6,840) 
(Increase)/decrease in receivables (800-12,385-1,800) 
(Increase)/decrease in current liabilities 
Increase/(decrease) in creditors (1,900-1400) 
Increase/(decrease) in other payables [(680-1 12)-(660-48)] 
Working Capital changes 

Cash generated from operations 

Less: 

Dividend paid 

Interest paid 

Tax Paid 

Net cash flows from operating activities- 

Purchase of PPE E 

Sale proceeds from PPE- disposal 

Net Cash flows from Investing activities — 


634 


5 


150 
(2,394) 
215 
500 
(44) 


(1,573) 
16,232 


(4.000) 


d 
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145 7: STATEMENT OF CASHFLOWS 


cash flows from financing activities 


share raised $ | 
5 aid 2,800 


Loan rep fi $ ыйды 

Net Cash flows from financing activities – (900) 
Net Increase in cash & cash equivalent C 1,900 
лаа: Cash & cash equivalent at the beginning (A+B+C) (849) 
Cash & cash equivalent at the end 3,204 
WORKINGS 2 2,355 


m PPE A/C 
Rs. 
pal b/d 15,800 | Disposal 5,200 
ту 4,000 | Dep „7,350 
Cash (Bal. 14,150 | Bal c/d -21,400. 
33,950 
(\\-2) Disposal А/С 
Rs. 
PPE 5,200 | Cash "ооо 
Receivable 1800 
Loss on disposal(bal.) . 400. 


cash(bal.) 1,036 | b/d ав 
"E 112 | pi -1,100 
` 1,148 
Rs. Rs. 
cash(bal.) 2,795 | b/d 500 
c/d | 650 | P/L 2,945 
; 3,445 
(W-5) | Capital A/C 
b/d 10,000 
Retained earnings 1,000 - 
cld(12,400+1 ,400) 13,800 | Cash(bal.) 2,800 
13,800 ` ` 13,800 
WO ` Retained Earnings А/С 


Share capital 12,440 
Dividend(bal.) PAT(bal.) 6,010 


c/d 
, 18,450 
(W-7) Cash & cash equivalent 7 2017 2016 
Cash & bank | 2355 3204 
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CHAPTER.9 = FLOW; 


Nswer-14 
Drum Limited 
Statement of cash flows 
for the year ended 31 December 2018 А 


Rs. in “000 
Cash flows from operating activities 
Profit before tax (W-5) и 2910 
Adjustment for: 
Depreciation (810480) 1,290 
Саіп оп disposal (120) 
Increase in provision of doubtful debts 40 . 
» Interest expense — u 
3 4,588 
Working capital change 
Decrease in inventory . 0 
Increase in trade receivables : | (240) 
Decrease in trade payable | 0 
Cash generated from operations 4,398 
Interest paid (W-1) (328 
Tax paid | (W-2) - Qo) 
Dividend Paid ——{700) _ 
Net cash flows from operating activities (A) — — 24660 7 
Cash flows from investing activities 
Purchase of land and building (W-3) ; (2,130) 
Purchase of equipment (W-4) (2,670) 
Disposal of equipment 10 
Net Cash flows from Investing activities (B) (4,360) 
Cash flows from financing activities _ | | 
Issuance of shares 2,350 
Loan repaid ` 1,000 
Net Cash flows Кот financing activities  . (С) | — 3 _ 
Decrease in cash during the year à (А+В+С) (350) 
Opening cash 450 
Closing cash =M 
W-1) | j 


Dr. | 


328 | Ехрепзе Гог (ће уеаг 
50 


(W-2) | | 
Dr. Income tax payables 
| В/а 


Cash(Bal.) 710 | Expense for the year 
C/d 60. 
(W-3) 
Dr. Land and buildin 
B/d ' 
Trade and other payables 950 Depreciation for the year 480 
Cash(bal.) 2,130 
C/d ; 2,600 
_—— ——————— 
636 | 
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Equipment 


Depreciation for the year 


Cash(bal.) 2,670 | Disposal 


C. 


ox 1,550 
РВТ (Bal.) | 

‚ expense for the year 2,910 
Tax exp 
PAT | а 
(51) "— و‎ 18 


рг. 


Retained earnings 

| В/а 
Dividend payable (5.2) 900 | РАТ, bal : у s 
св ` 1360. 020 aa 
5.2 


Dr. Dividend Payable | Cr. 
б B/d - 
Cash 700 | R.E(bal.) 900 


C/d 200 


Answer-15 


Sunday Traders Limited 
Statement of Cash Flows 
For the year ended 30 June 2019 


Cash flows from operating activities Rs. in million 


Cash receipts from customers (W-1). 29.710 

Cash receipts from tenants 15. 

Cash paid to suppliers | . (W-2) (18,018) 

Cash paid to other vendors (W-4) (7,459) 

Cash generated from operations 07447 
Interest paid | (W-6) (1,185) 
Income taxes paid (W-7) (940) 

Net cash inflow from operating activities ^ 2292 . 
Cash flows from investing activities i 
Purchase of property, plant and equipment (W-8) (2,241) 
Proceeds from disposal of property, plant and equipment 152-340 112 
Purchase of investment property А (W-9) (460) 

Net cash outflow from investing activities (2,589) 


Cash flows from financing activities 


Proceeds from issue of shares ДРЕ 
Dividend paid | 1984-1 | ett i) 
R didi “13 

epayment of loans (W-13) 


New loans acquited 
Net cash inflow from financing activities 


3 
Net decrease in cash and cash equivalents 
Cash and cash equivalent at the beginning of the year 193 


Cash and cash equivalent at the end of the year 
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§ 


CHAPTER-9 


Workings: 
(W-1) 
Dr. 


b/d 
Sales 250|c/d 
c/d (contract liability) 
(W-2) Creditor Cr, 
.Dr. b/d 539; 
Cash (Bal.) 3.422, Stock (Purchase) 1605) 
c/d | 
(W-3) Stock Cr, 
ve = ost of sales 
/ /d 
Creditor (Purchase) ca 
чаш Expenses ___ б Cr, 
- 268|b/d (accrua 180 
id (Prepayment) 7,459| Expense payable (W-5) 7,673 
um | | 310|c/d (prepayment) | 184 
(W-5) Expenses payable excluding non cash | ^ | У Rs. in million 
6 
Distribution cost oe 
Administrative cost (750 
Depreciation ( $4 
Loss on disposal rd ) 
(24) 
а 7,673 


Impairment 
Total : 
| Cr. 


(W-8) 
| ' A Property Plant & Equipment Cr. 
2 24 


152 


Depreciation 750 
8,555 


c/d 


Cash (Bal.) 


(W-9) Š 3 

Dr. Investment Prope Cr. 

b/d ` | | 1,120 

F V gain : | 220 

Cash (Bal.) 460|c/d 1,800 
638 : . | 
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IAS 7: STATEMENT ОР CASHFLOWS 


. ~|b/d (Sha i 
ital ге Capital) 
cid (Share сар ) 4,650 | b/d (Share premium) 


cid (Share premium) 1,600|Cash (Bal. 
(w-11) 


Dr. TTE Dividend Payable 
Cash al. 


3.450 
1.240 
1.560 


Dr. Loan Cr. 
Cash (1984 — 1,185) (W-8) 


(loan paid) b/d (current portion) 700 


di 6,024 |Cash (Bal.) (Loan raised) 450 
c/d (Current portion 850 


Answer-16 


BROAD PEAK LIMITED 


(i) Net profit is the starting point of Statement Of Cash Flows (SOCF) in indirect method, and 
depreciation is deducted while reaching to net profit figure, therefore, being a non-cash item, 
depreciation expense is added back to net profit figure to convert net profit figure into cash flow. 

(i) ^ IAS-07 allows interest paid to be shown as either cash flow from financing activities or cash flow 

А from operating activities. Both classifications аге correct as long as they are consistently applied 
by an entity. 

(ii) ^ When adjustment of change in inventory (i.e decrease is added and increase is deducted) is made, 
cost of sales is automatically converted into cash outflow for purchases. 


(iv) Statement of financial position shows cash and bank balances while the statement of cash flows 
ends with cash and cash equivalents which may differ from cash and bank balances due to 
existence of bank overdraft and short term investments. | 
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UN 
CHAPTER-9 


Answer-17 


Taxila Шписа 
Statement of cash flows 
for the ycar ended 30.06. 


2020 


Operating activities 
Profit before tax (W-6) _ I _ 
Adjustments for non cash transactions: (35) 
Less: Reversal of revaluation loss 290 
Add: Depreciation – PPE 10 
Investment property (W-3) z 
(6) 


Add? Depreciation - 
Add; Interest expense 
Less: Investment income 


Less: gainon disposal of PPE — 
Operating profit before working capital changes 
ital items changes: - 
` (51) 


Adjustments for working cap! 
Inventories [205 - 180] 

Trade receivables [ 342 - 291] 

Prepayments and other receivables [20 ( w-9)- 11] 
Trade and other payables [132(W-10) - 103(W-10)] 


~ 


Cash generated from operations . 
Less: Interest paid (W-1 1) 
Cash flow from operating activities (А) 
Investing activities — - 
Cash received from sale of PPE 
Addition in investment property . 
Addition in property, plant and equipment (W-2) 5 
Cash received in respect of investment income (W-12) 
Cash flow from investing activities (B) 
Financing activities 
Fresh share capital issued at premium [200(W-4) + 100(W-5)] 
Long term loan repaid (W-8) 


Cash flow from financing activities А 
(А+В+С) 


Net cash flows ` 
Add: Opening cash and cash equivalent 


Closing cash and cash equivalent 


WORKINGS 
W-1: Cash and cash equivalents 


Short term investments 


Cash and bank balances . 
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r ; A 
wD roperty, plant апа equipment (PPE) 
1.200 


Depreciation 


Addition 4 
JS 
s м) 389 | c/d 
a3 Investment property 
» 120 Dep. (Bal.) Е 
a 180 
| 290 
- Share capital 
7 800 
| РРЕ э 
Cash (Bal.) > 
1,200 


Share premium 
b/d 
PPE 


Cash (Bal.) 100 
cdd · 
(w-6) Retained earnings (R/E) 
bd - 90 
R/S (W-7) 30 
s PAT (Bal.) 140° 
l 260 


qn 


` Revaluation surplus (R/S) 
КЕ (Bal.) 


200 
cld 

Ww) 

Cash (bal.) 


Long term loans 


60 | b/d (445 + 60) 
cld (367 + 78) 445 


(W-9) Prepayments and other receivables 


As per question- 


-| Less: Receivable for PPE 


Adjusted 
(W-10) Trade and other payables 


As per question 
Less: Interest payable 
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CHAPTER-9 AW 


Interest expense 
b/d 
Interest expense 


(W-11) 


Cash (Bal) 
c/d 

(W-12) AE... 
bd (48 - 20) 
Investment income 


term investment 
28 

6 | Cash (Bal.) 

c/d (60 - 35) 


| Journal entries (for understanding of students) 


Share capital 
Share premium 


-P/L 
Revaluation surplus 


(iii) Cash 
Receivable for PPE 
P/L - gain on disposal 


Answer-18 
Satrangi Limited 
Statement of Cash flow 
for the year ended June 30, 2021 
(Marks-16) 

Cash flow from Operating Activities Rs, 
Profit Before tax / Loss | : (W-8) (45) 
Adjustments for non-cash item: 4 

Less: gain on disposal of equipment . | (17) 

Add: Depreciation Expense 78 


Add: Interest Expense 
Operating cash flow before working capital changes 
Adjustment for working capital changes 

Trade receivable 

Inventory 

Advance to supplier 

Trade payable 

Accrued Expense 

Less: interest Paid 

Tax paid - 

Dividend Paid 

Net cash from operating activities 
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w from Investing Activities 

св jn Received from Insurance claim 
ra received on disposal of equipment 

Addition in Fixed Asset 

addition In CWIP — 

yer Cash from investing activities 


h flow from Financing Activities 
| New Capital Invested 


nos financing activities 

à increase in cash and cash equivalents (A+B+C) 
a cash and cash equivalents at beginning of period 
cash and cash equivalents at end of period 


(۷-1) | 
cash and cash e uivalents "T | 
Cash and Bank = я 
(w-2) | 
Dr, Fixed assets E 


Wi | 848 | Disposal. 
Addition. 47 
c/d` 820 
(v3) | 
Dr. Accumulated depreciation Ст. 
Disposal (75 — 35) d 40 | Op. 262 
di. ) à 300 | Depreciation (bal.) . 78 
(W-4) | . 
Dr. . ` .CWIP Cr. 
bd | 0 
CWIP-Payable | | 14 
Addition 70 
(W-5) 
Dr. Insurance claim receivable Cr. 
Biggie т з, иш ш сул. 
: , c/d 0 
"9. | | 
Dr, Share Capital “Cr, 
b/d 500 


Cash 160 


0d Discount 40 


700 
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СНАРТЕК-9 


Dr. Share Discount 
b/d 


Share Capital 
% 


W-8 i 
t ES Retained Earnings Cr, 
Dividend payable {500x 1096) 
Loss before tax (Bal) 
c/d 220 
(W-9) Б 

рг. Long Term Loan Cr, 
Cash (Bal) 36 | b/d (210+39) 


c/d (175478) 213 


(W-10) 
Interest Expense Cr, 


Dr. 
Cash (Bal) 20 | b/d 
| Interest Expense (W-15) " 


(W-11) А 
Trade Payables E: А Ор 

As per Q ! 0 130 

А (14) (0) 

166 130 


(W-12) 
Dr. 


Payable For CWIP | Cr, 


СМР — i м 


Cash(Bal) . 
| . | Retained Earning 5 
c/d | 0 
(W-13) ; = | 
Cash | = 160 - 
Share discount 40 
ý Share premium (20 x 10) . | 200 
(W-14) ` E j 
Dr. | Disposal -Fixed Asset | Ст. 
Fixed Asset . 75 | Accumulated Depreciation 40 
Gain 17 | Cash (Bal) , 2 
(W-15) 
Profit before interest and tax /Loss 21 
Less: Interest Expense (24) 
PBT/Loss (W-8) : (45) 
Less: Tax Expense Р i == 0 
РАТ (45) 
644 
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' ICAP QUESTION BANK QUESTION 


| x | 
ЁЛ, information has been extracted from the financial Statements of HopperCompany for the 


peg 31 December 2015. 

ye 

| Rs. 

| 1,280,000 
| Sofalos (400,000) 
| fit 0,000 
| oes Ted salaries визни СЫ 
| oe expenses (including epreciation Rs. 25,000) (350,000) 
| 240,000 
| perest charges s 60000) 
| yfi before tax и 190,000 
E (40,000) 
«efter tax 150,000 


| garacts from the statement of financial position: 
At1 January — At31 December 


2015 2015 
Rs. Rs. 
nde receivables 233,000 219,000 
Inventory 118,000 124,000 
ables 102,000 125,000 
а nos and salaries i 8,000 5,000 
Accrued interest charges 30,000 45,000 
Tax payable à 52,000 43,000 


quired: Using the above information, prepare cash flows from operating activities section of statement 
gash flows for Hopper Limited using indirect and direct method. | 

(ICAP Example 4 & 5) 
QUESTION-2 x" . f 
Fon the following information, calculate the cash flows from financing activities for Company X in 
An, ; 


Beginningof End of ` 


2017 2017 - 

| Rs. Rs. 
| Se capital (ordinary shares) 400,000 500,000 
| Sete premium И 275,000 ' . 615,000 
Капе earnings 390,000 570,000 
. 1,065,000 1,685,000 
lias repayable after more than 12 months 600,000 520,000 
‘payable within 12 months or less i _ 80,000 55,000 


Te m 
| ралу made a Profit of Rs. 420,000 for the year after taxation. 
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IAS 7: | > 
CHAPTER-9 LOW, 


Required h flows: 
Calculate for 2017, for inclusion in the statement of cash flows: 
(a) the cash from issuing new shares 
(b) the cash flows received or paid for loans 
i inary shareholders. ‘ 
(c) The payment of dividend to ordinary (САР Елу, 
) 
QUESTION-3 Pd 
Following are the extracts from the financial statements of Universal Limited (UL) for the yea; ended у 


Јипе 2017: 
Statement of financial position as on 30 June 2017 


Assets 2017 2016 


Rs. in *000 
158,500 | 120,000 | Share capital (Rs. 10еасһ) 


2017 20 


Equity & liabilities 


Property, plant and 
equipment | 
: Retained earnings ` 
Revaluation surplus 


Debentures (Rs. 100each) 


Stock in trade 58,000 
18,000 


Income tax refundable 8,500 
"Trade receivables 68,000 Interest payable 1,000 2,500 
Cash . 39,434 Trade payables 42,000 | 3900 
Accrued liabilities 20,000 18,000 
Unearned maintenance 2,000 4,000 
10,000 14,000 


s Provision for taxation 
- 332,434 269,000 ^ ` 


332,434 26909) 
c — Ó 


Statement of profit or loss for the year ended 30 June 2017 


Rs. in '000 

Sales Р 273,000 · 
Cost of sales * ˆ (187,500) 
Gross profit ` 85,500 `, 
Operating expenses (46,766) r 
Other income 11,200 

` Profit before interest and tax 49,934 
Interest expense | (2,000) è 
Profit before tax 47,934 > 
Tax expense (15,000) 
Profit after tax ^ 32,934 


Additional information: 
i. 60% of sales were made on credit. 


UL maintains a provision for doubtful receivables at 6%. During the year, trade receivables f 
Rs. 7 million were written off. Р 

Depreciation expense for the year was Rs. 22.5 million. 70% of the depreciation was charged? 
cost of sales. 


iv. Other income comprises of: 
° gain of Rs. 3 million on disposal of vehicles for Rs. 12 million; 
б maintenance i income of Rs. 8 million; and 
| 646 
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discount of Rs. 10 per debenture Which w 


j, Based on the above information, prepare. UL’ 
ped 017 using direct method. 
Junt 


сте redeemed during the year. 


S sta 
Statement of cash flows for the year ended 30 


(ICAP Example 10) 


question formation has b 
informatior cen extracted fi 
пе lor December 2015. Tom the financial statements of Trango Limited for the 
yearend Statement of comprehensive i income for the car ended 31 December 2015 
А Rs. 
sales | : 905,000 
Cost of tes \ (311,000) 
profi | 
ae disposal of non-current asset por 
ages and salaries (266,000) 
oi expenses (including depreciation Rs. 46,000). ` (193,000) 
126,000 
interes charges 24,000 
profit before tax 102,000 
Tix on profit 38,000 
profit after tax 64,000 


The asset disposed of had a carrying amount of Rs. 31 „000 а the time of sale. 
Extracts from the le statements of financial position: 


31 December 


: 1 January 1 
2015 2015 
Rs. Rs. 
Trade receivables 157,000 173,000 
Inventory 42,000 38,000 
Trade payables 43,600 35,700 
Accrued wages and salaries 4,000 4,600 
Accrued interest charges 11,200 10,000 
Tax payable 45,000 . 41,000 
Required | 


Present the cash flows from operating activities as ney would be presented in a statement of cash flows: 


(à using the direct method 
(b using the indirect method. 


QUESTION-5 


(ICAP Example 11) 


The following information has been extracted from the draft financial information of Nardone Limited. 
Statement of comprehensive income for the year ended 31 December 2015 © 


Rs.in 000 


Sales revenue 
Administration costs 
Distribution costs 


Rs. in 000 
490 


`+ (86) 
(78) (164) 


Operating profit - 326 
Nlerest expense (23) 
Profit before tax 303 
axation ` - (87) 
Profit after tax 216 
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СНАРТЕЕ-9 


inl position 


Statements of financ 31 December 2015 31 December 2014 


Rs.in 000 е po Rs.in 000 Бур 000 
Non-current assets (see below) "t 
Current assets: + . 19 16 
Inventory « 38 29 
Receivables 19 76 32 7 
Bank — 12211 nue 
Total assets ' —7323 = 
Share capital | 170 к 
Revaluation reserve | 
Retaine : е _____553. 389 
etained eamings 1.046 62] 
Non-current liabilities: 
Long-term loans | " 320 
Current liabilities: 12 ` 17 
Trade payables ` | 
Тах ноа 93 „105. ш — 3 
Total equity and liabilities as 04 
Note on non-current assets 
Land and Fixtures 
buildings Machinery &fittings Total 
. Rs.in000 Rs.in 000 Rs.in 000 Rs. іп 000 
Cost or valuation 
At 31 December 2014 ў ' 830 470 197 1,497 
Additions - 43 55 98 
_ Disposals = (18) à (18) 
Adjustment on revaluation . pe MOY ie EU NO: d 
At 31 December 2015 900 495 _____252 697 
Depreciation Bo S a 
At 31 December 2014 · (90) (270) (180) (540) 
Charge Гог the year (10) (56) (8) (74) 
Disposals = 12 + P 
Adjustment on revaluation 100 - E. el 
A131 December 2015 0 (314) (188) (502) 
Carrying amount: 
At 31 Decembei 2014 740 200 17 957 
At 31 December 2015 900 181 64 1,145 


You have been informed that included within distribution costs is Rs. 4,000 relating to the loss on à 
disposal of a non-current asset. 


Required 
Prepare a statement of cash flows for Nardone Limited for the year ended 31 December 2015. 
(ICAP Example 12) 
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ATEMENT OF CASH FLOWS 


ESTI N-6 
pot > 


Non-current assets: 
plant and machinery at cost 


accumulated depreciation 
carrying amount 
Current assets: 
Inventory 
` Receivables 
Bank 
Total assets 
Ordinary share capital (Rs 1 shares) 
share premium account 
Retained earnings 


Non-current liabilities: 
Loans 

Current liabilities: 

Bank overdraft 

Trade payables and Accruals 
Current taxation 

Total equity and liabilities 


Sauce Limited summarized final accounts 


Statements of oer Dosition 


31 December 2014 
Rs. in 000 


203 
147 
51 


0 
152 
470 


Rs. in 000 


2,700 


TES 
1.952 


622 


2,353 


Statement of comprehensive income for year ended 31 December 2015 


Profit before tax 
Taxation 
Profit after tax 


Dividend payments during the year were Rs.230,000. 
The following information is also available: 


31 December 2015 
Rs. in Rs. in 
000 000 


3,831 


(1,125) 
2,706 


766 
141 
602 __1,509_ 


1) _ The only new loan raised during the year was a five-year bank loan amounting to Rs.65,000. 
2) , Interest сћагред during the year was Rs. 156,000. Interest was accrued Rs.24,000 last year and 


Rs.54,000 this year. 


3) Depreciation charged during the year amounted to Rs. 401 ,000. This does not include any ргоћ or 


loss on disposal of non-current assets. 


4 During thé year plant which originally cost Rs.69,000 was disposed of for Rs.41,000. 
5) During the year the company issued 200,000 new shares. 


Required . 9 


_ Prepare a statement of cash flows. 


~ 


(ICAP Example 13) 
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QUESTION-7 и t 30 Jun 
a :mited liability company, а € Were as fo} 

The financial statements of Quetta Track Limited, a limited li 201 5 : 2014 binas. 

Р Rs. in 000 Rs. in 000 Rs. in 000 Rs, in 00g 


ASSETS 
orn rrent assets 22,000 12,000 
roperty cost 2 000 1.000 
Depreciation 4,000 " pem ш 
Plant and equipment cost 5.000 5,000 
^ 2,000 Y 

Depreciation کے 0ھ ے‎ EP . dim 

Li , 00 
Current assets 
Inventories 1600) 220 
Trade receivables ом" 1,300 
Cash and cash equivalents - 46.700 у -A 


Total assets 
Кз. іп 000 Rs. іп 000 Rs. in 000 


Rs. in 000 
EQUITY AND LIABILITIES А . 
. Capital and reserves 
Equity capital . 3,000 3,000 
Accumulated profits . 16,200. — 3800 800 
19,200 > 6,800 
Non-current liabilities 
Loan ` s 6,000 10,000 
Current liabilities ` 
Operating overdraft 11,000 - 
Trade payables 8,000 11,000 
Income tax payable 1,800 1,000 
Accrued interest . 700 21,500 200 12.200 
Total equity and liabilities 46,700 29.000 
Statement of comprehensive income (extracts) 
| | 2015 2014 
| Rs. in 000 Rs. in 000 
Operating profit à s 15,400 5,900 
Financing cost (Interest) ` : . (1,000) (1.400) 
Profit before tax . 14,400 4,500 
Income tax éxpense (2,000) (1.500) 
12,400 3.000 


Net profit for the year 
Equipment of carrying amount Rs. 250,000 was sold at the beginning of 2015 for Rs. 350,000. This 


equipment had originally cost Rs. 1,000,000. 
In recent years, no dividends have been paid. 


Required: 
Prepare a statement of cash flows, under the indirect method, for the year ended 30 June 2015. 
| : (ICAP Example 14) 
650 
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© Q) . Fixtures and fittings with a carrying amount о 
m И Depreciation recognized on fixtures and fitting, 
() Dividend for the year was declared during the year. 


A 


pa rTER2 IAS 7: STATEMENT OF CASH FLOWS 


guisa i 
following are the summarized accounts of Mardan Software Limited, a limited liability company. 


те Statements of financial position at 31 December 
2014 2015 
М Rs. in 000 Нз. іп 000 Б. іп 000 Rs. in 000 
ent assets 
qı and equipment 2,086 2,103 
Pues and fittings 1,381 1,296 
3,467 3,399 
current assets 
inventory 1,292 1,952 
vade recelvables 713 1,486 
Short term investment 1,050 600 
Cash | — 197. 3,252 512 4,550 
ssets 
MY AND LIABILITIES — A9. 199. 
Capltal and reserves 
Equity capital 4,200 4,500 
Share premium reserve 800 900 
Accumulated profits (Note 1) 431 1,180 
5,431 6,580 
; Current liabilities 
Dividend payable 132 154 
Income tax payable 257 312 
Trade payables 899 1288 . 903 1,369 
Total equity and liabilities 7 6319. mE — 7.949. 
Statement of comprehensive income (extracts) for the year ended 31 December 2015 
Rs. in 000 
Profit before taxation " 1,381 
Income tax expense (310) 
Net profit for the period 1.071 
Које 1 Accumulated profits 
.Rs. in 000 
Balance at | January 431 
-Net profit for period | - 1,071 
Dividend for the year (322) 


Balance at 31 December ` — 1180 

Further information: | 

(I). Plant and equipment with a carrying атои 
whilst a new item of plant was purchased for 


nt of Rs.184,000 was disposed of for Rs. 203,000, 
Rs.312,000 s 
f Rs. 100,000 were disposed of for Rs. 95,000; 


s amounted to Rs. 351,000. 
Dividend payable in the statements of 


financial position at each year end relate to dividends declared in that year but not paid over to 


sh m 
ыча by the reporting date. 


Prepare а ber 2015 i 
statement of cash flows for the year ended 31 December in acco 
Mement of cash flows y (ICAP Example 15) 
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CHAPTER-9 Iur LOW. 


UESTION-9 


i i rader. . : 
Tarbela Traders is the trading name of a sole t Traders at the end of two consecutive financial Years у 
у re 


The statements of financial position of Tarbela мери 
Statements of financial p December 2015 31 December 20 
Rs. in 000 К. іп 000 В. іп Sa 
š 000 000 
ен па assets (at WDV) ^o 37,000 38,000 
Equipment £ 45,800 17,600 
Motor vehicles 18,930 10! 730 __4,080 59,689 
Investments 422,000 17,000 
а 5 . 126,730. ‘ 76,680 
Current assets log. 
Inventories i 19,670 27,500 
Trade receivables and prepayments’ 11,960 14,410 
Short-term investments 4,800 3,600 
Cash and bank balances _____700_ . 37,130 ___1,800_ 47,310. 
Total assets eT 163,860. 123.997. 
Capital and reserves 
Share Capital | 67,940 - 67,940 
Retained 10,670 A 7,100 
| 78,610 75,040 
Non-current liabilities н. 
Interest-bearing borrowings 25,000 28,000 
Current liabilities _ 
Trade payables and accrued expenses d 32,050 20,950 
Bank overdraft v 28,200 60,250, - 20,950 
—163,860 123,990. 
Profit for the. year ended 31 December 2015 is Rs. 3,570,000 (after'accounting for): 
: | Rs. in 000 
Depreciation 
Premises 4 . P 1,000 
Equipment р | 3,000 
Motor vehicles à : : my 5 eod X 3,000 
Profit on disposal of equipment ` ~ 430 
Loss on disposal of motor vehicle Е а | 740 
Interest expense . à : 3,000 
The written down value of the assets at date of disposal was: 
: Rs. in 000 
Equipment s | 5,200 
2,010 


Motor vehicles 
Interest accrued at 31 December 2015 is Rs. 400,000. 


Required: : А | 
Prepare a statement of cash flows for the year ended 31 December 2015. Assume that short-term 


investments are cash equivalents. 
(ICAP Example 16) 
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JAS 7: STATEMENT ОР CASH FLOWS 


statements of financial position and «t; alement ¢ 
Company for two consecutive financial ye; 


statements of financíal position 


f com 


Prehensiy " 4 
ars are shown below, iive incomes of The Sindh Robotics 


3 December 2013 


Cost Dep Net Р 31 December 2014 
Rs. in 000 4 “ost Dep Net 
3 Кап O00 из. нај Rs in000 Rs, in 000 
Non-current assets 000 000 
s i 43,000 
=> 4 - 43,000 63,000 à 63.000 
Buildings . en 10,000 — 40,000 99,009 11,000 79.000 
Plant “eee — 4000 ^ 6,000 11,000 _ 5000 6000 
Investments a 14.000 _ 89.000 "164009 — 16000 . 148,000 
nv : n 
Current assets 50,000 80,000 
Inventories 55,000 65,000 
Trade receivables 40,000 50,000 
Bank 3,000 _ 98,000 - — 15,000 
237.000 343,000 
Capital . | a 
Issued shares of Rs. 1 each 40,000 50,000 
Share premium 12,000 14,000 
“ Revaluation surplus | | с 20.000 
Accumulated profit 25,000 77,000 25.000 109,000 
Non-current liabilities c 
10% loan borrowings 100,000 150,000 
Current liabilities 
Trade payables 40,000 60,000 
Dividend payable 20,000 20,000 
Bank overdraft . - . 60,000 4,000 84,000 
| 237,000 343.000 
Statements of comprehensive incomes 
2013 2014 
А Rs.000 Rs.000 
Revenue 200,000 200,000 
Cost of sales (100.000) (120,000 
Gross profit | 100,000 80,000 
Distribution and administration expenses — ($0,000) _ (47,000) 
: 50,000 33,000 
Interest , (10,000) — (13.000) 


Net profit for the year 40.000 20,000 
Only one dividend is declared each year which is paid in the following year. No sales of non-current 
assets have occurred during the relevant period. Ignore taxation. 


, Required: 
the direct method. 
Prepare a statement of cash flows for the year ended 31 December 2014 using the dir (ICAP Example 17) 


| 
Ё 
| 
Ё 
| 
Ё 
Ё 
| 
| 
| 
| 
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IAS 7: STATEMENT OF CASH ji 
CHAPTERS SW. 


QUESTION-11 5 » 30, 2015 aller charping de 

Abida Ltd. made а net profit of Rs, 256,800 for Un an egeta ат of the атк ШЇ 
OF Rs. 17,500 and loss on disposal of furniture of Rs. 6,800. The Were р, 
12,000, ;, 7,400; receivables inc 
During the year, the net book value of non-current assets decreased vira Rs 6.900, А а rened hy 
Rs. 11,700; inventories decreased by Rs, 21,600 and кеч ОГ [ог һег own use Term loan oy 
Rs. 75,000 was repaid during the year and Abida withdrew Rs. 120, 


Required; 

Prepare the statement of cash flows for the year ended June 30, 2015, (CAP хапу, hh 
QUESTION-12 

The statement of financial position and statement of profit or loss for Klea for (ће year t0315t March 2015 


are provided below, 
Statement of financial position as at 31st March 2015 


2015 2014 

` Rs. In *000 
Assets 
Non-current assets 
Intangible assets = 200 
Property, plant and equipment 3, 1,600 
Long term investments 400 200 

4,150 ` 2,000 
Current assets 
Inventory . 3,200 2,000 
Trade receivables _ 2,400 2,000 
Cash and cash equivalents 32 580 

5,632 4,580 


9,782 6,580 


Total assets 


Equity and liabilities 
Equity 
Issued share capital 3,000 2,000 
Share premium account | . . 838 560 
Retained earnings . 910 354 
Total equity 4,748 2,914 
Revaluation surplus 1,000 ^ 
Non-current liabilities Ne 
Interest-bearing loans and liabilities i 1,600 2,000 
Current liabilities | 
Bank overdraft 414 i x 
Trade payables 1,600 1,266 
Taxation a + А . 420 400 
2,434 .1,666 _ 
Total liabilities 4,034 3,666 
Total equity and liabilities 9.782 6,580 
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di APTER? IAS 7: STATEMENT OF CASH FLOWS 


im of profit or loss for the year ended 31st March 2015 
te 


^ 10,000 
adem f finished goods and Y 100 
ple in inventory of finished goods and WIP “oo 
aterials and consumables used on 
p. vee benefits costs уо 
Emp n and amortisation expense ооо 
шор 4 
| (9.524) 
Total expense: | 
| 1,876 
nance costs 576 
сања income 20 
profit before tax “50 
Income tax expense | as 
profit for the year . | | | e 
additional information 60 
0 Non-current assets kame 
| Cost [ Deprec’n | Cost | Depree'n | 
| w) 400| 40 | 200. 


| 5,000 | 1,550 


(i) ^ Atl April 2014 land was revalued from Rs. топ to Rs. 2 million. 3 


(ii) During the year, plant and machinery costing Rs. 600,000 and depreciated by Rs. 500,000 was sold 
for Rs. 150,000.. — — 


(у The interest bearing loans relate to debentures which were‘ issued at their nominal value. · 


` Rs.400,000 of these debentures was redeemed at par during the year. : | 
() Ordinary shares were issued for cash during the year. 


(i) Rs. 100,000 of current asset investments held as cash equivalents were sold during the year for 
Rs. 94,000. : . 


Dividends paid in the year were Rs. 200,000 relating to the 2014 proposed dividend and 
Rs.200,000 interim dividends for 2015. | . 
- "Required: 


Prepare a statement of cash flows for Klea for the year ended 31 March 2015 in accordance with 


IAS 7 using the indirect method. 


(ICAP Example 26) 
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IAS 7: STATEMENT ОР Casp, 
Oy. 


CHAPTER-9 


ICAP QUESTION BANK SOLUTIONS 

Answer-1 

The calculation is as under: . pius ethod is as under: 

The cash flows from operating activities using the indirect m 

Statement of'cash flows " 

Cash flows from operating activities 

Profit before taxation | "он 

Adjustments for: 

Depreciation charges A" 

Interest expense 207 | : iin, 

Decrease in trade receivables (233,000 — 219,000) 14,000 

Increase in inventories (124,000 — 118,000) (6,000) 

Increase in trade and other payables (125,000 + 20,000 

5,000) — (102,000 + 8,000) 

Cash generated from operations 293060 
(49.000) 


Taxation paid (W1) 


Interest paid (W1) (35,000) 


Net cash flow from operating activities 209,000 


Workings 
(W1) Interest and tax payments Tax Interest 
Rs. Rs. 
52,000 30.000 


Liability at the beginning of the year 


„Taxation charge/interest charge for the year 40,000 50,000 


92,000 80.000 


Liability at the end of the year (43,000) (45.000) 
Tax paid/interest paid during the year 49,000 35.000 


Direct method ' 
Statement of cash flows; direct method Rs. 


Cash flows from operating activities 
Cash receipts from customers(W1) 
Cash payments to suppliers(W3) (383,000) 
Cash payments to employees(W4) (293,000) 
Cash paid for other operating expenses (325.000) 


1,294,000 


Cash generated from operations 293 000 
Taxation paid (tax on profits)(W5) 49,000) 
Interest charges paid(W5) (35,000) 
Net cash flow from operating activities 709,000 
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ings 
gorii from sales 
quo civables at 1 January 2015 Rs. 
^ the year 233,000 
г gne 1.280,000 
receivables at 31 December 2015 1,513,000 
: m sales during the year (219,000) 
oxo 394000 
hases 
| P P inventory at 31 December 2015 Rs. 
dne c | 124,000 
Cost . 400,000 
ning inventory at 1 January 2015 524,000 
ases in the year — (118,000) 
purch 406,000 
m Cash paid for materials supplies ` R 
| ale payables at 1 January 2015 ew - 
H li 2 | LJ 
| css in the year (W2) 406,000 
Trade payables at 31 December 2015 = ~ perd 
Cash paid for materials ae 
(W4) Cash paid for wages and salaries К Rs. 
| Accrued wages and salaries at 1 January 2015 . 8,000 
| Wages and salaries expenses in the year | 290,000 
| | | 298,000 
| Accrued wages and salaries at 31 December 2015 (5.000) < 
| Cash paid for wages and salaries : у 293,000 
| (V5) laterest and tax payments Тах Interest 
: Rs. Rs. 
Liability at the beginning of the year ` 52,000 30,000 
‘Taxation charge/interest charge for the year "E | 40,000 50,000 
| : ' 92,000 80,000 
Liability at the end of the year i ` 43,000 45,000 
Ti paid/interest paid during the year —__49.000 _ 35,000 _ 
| Auswer.2 | 
| Proceeds from new issue of shares Rs. 
| “are capital and share premium: 
| Mite end ofthe year (500,000 6 15,000) 1,115,000 
у teginning of the year (400,000 + 275,000) eo (675,000) 
ds from new issue of shares during the year У __ е" 


А57: STATEMENT OF CASHFLOWS 
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IAS 7: STATEMENT OF CASI 
- Loy 


CHAPTER-9 
Rs, 
Repayment of loans 

575 
At the end of the year (520,000 + $5,000) м ы 
At the beginning of the year (600,000 + 80.0 ) A 


Repayment of loans during the year 


Loans repayable: 


Payment of dividends | Bus 
Retained eamings at the beginning of the усаг 42 th 00 
Profit after taxation for the year 0% 
810,009 
Retained earnings at the end of the year ` Ою 
Dividends paid during the усаг . У 0,000 
Cash flows from financing activities can now be presented as follows. Rs. R 
Cash flows from financing activities 440.000 ы 
Procceds from issue of shares у (105 000) 
| Repayment of loans а (2 40,000) 
Dividends paid to shareholders : 
Net cash from financing activities E. 95,000 
Answer-3 
Statement of Cash Flows 
For the year ended 30 June 2017 
Rs. in *000 


Cash flows from operating activities 
Cash receipts from customers 

(Cashsales: 109,200; Credit sales: 144,034) (W-1) 253,234 
Cash receipts from customers - maintenance services (W-2) 6,000 
Cash paid to suppliers : (W-3) (181,750) 
Cash paid to other vendors (W-4) ` (30,250) 


Income taxes paid (8,000+6,000+15,000-10,000+8,500) (27,500) 

Interest paid (2,500+2,000-1,000) (3,500) 

Net cash inflow from operating activities 16,234 
| Rs. in ‘000 


Cash flows from investing activities 


Purchase of property, plant and equipment i i 
[120,000-158,500-9,000(i.e. 12,000—3,000)—22,500+10,000] | (60,000) 


Proceeds from disposal of vehicles 12,000 
` Net cash outflow from investing activities (48,000) 
Cash flows from financing activities - 
Redemption of debentures [(20,000-18,000)-(20x10)) ` — —  _____ 
Proceeds from issue of shares (175,000—150,000) 
23200 


Net cash inflow from financing activities 
658 


Scanned with CamScanner 


"ЕЕ: 
си! r1 


їп cash and cash equivalents = 
| Маса equivalent at the beginning of the year --— | (8566) 
| ~ ми esh А ОР н, а 48,000 
| oo So 277998 ~ 
| o | 39,434 
| ет 


cash receipts from customers - sales 
AH 3 


: асабіс — opening (56,000—0.94) 


E —— Lm 
азо 
__(7,000) _ 


Jo eed from customers 
te maintenance — opening 
tenance income forthe уеаг . 
in maintenance — closing 
“reamed 


> geal elen (00*0) 


(72,340) 


ў “yar Cash paid to suppliers 


> Taie payables — opening 
"Adi: Purchases / Manufacturing cost 


УО Stock in trade — closin 
pr ———— HH ——— ÁM———————ÁÓ—ÀÀÁ— 1 


Г Cost of goods sold less dep. [187,500-(22,500x70% J 
ГГ Stock in trade — opening ^ 
‘Tess: Trade payables — closing 


184,750 


— T ew 
|__________181750 | 


19-4: Cash paid to other vendors Rs. in *000 
"ахти liabilities — opening . 18,000 
| Operating expense for the year 46,766 


‘Depreciation (22,500x30% 
‘Bal debt expense ` 4.1) 
‘Accrued liabilities — closing . 
| _______30250 | 
_ 941: Bad debts expense for the year ` 

Provision for doubtful receivables > opening (56,000+0.94х0.06) (3,574) 

Bad debts written off 7,000 

"ivision for doubtful receivable — closing (68,000+0.94х0.06) 4,340 

7,766 


Answer-4 


Cash low Direct method : : ^ iode 2 


Gash flow from Operating Activities 


receipts from customers ~ (W-1) ù 889,000 
paid to suppliers . (W2) - (314,900) 
Paid against salaries and wages (W-3) d 
Paid against other expenses (193,000 - 46,000) (Given) у 


Еепегајед from operations | 161,700 


ooo 
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У 
~ + 
Less: 
Interest paid pe (25 
Income tax paid (Чону) 
Net Cash from operating activities нат 
WORKINGS . 
W-1) Trade receivables 
b/d 157,000 | Cash (bal.) By 
Sales 905,000 | c/d pr» 
(W-2) Trade payables 
Cash (bal.) 314,900 | b/d 47 
c/d 35,700 | Inventory — (W-2.1) 305, 
(W-2.1) Invento 
b/d 42,000 | Cost of Sales 31 7) 
Purchases (bal.) е 307,000 | с/а ШИ 
(W-3) Wages and salaries 
Cash (bal.) 265,400 | b/d m 
c/d 4,600 | P and L 26600 
(W-4) 


(W-5) ~ , 


AS 7: STATEMENT OF cA | 
CHAPTER.9 | ш 


Income tax expense 
Cash (bal.) 42.000 | b/d 45.06 
c/d 41,000 | PandL 3 


Cash flow indirect method 


h flow from Operatin Activities 
Profit before tax 


Adjustments for: —— 
Depreciation с 
Loss on sale of non-current assets 
Interest expense ` 
Operating cash flow before working capital changès 
Adjustment for working capital changes 
(increase)/decrease in current assets 
(Increase)/decrease in inventories 
(Increase)/decrease in trade receivables 
Increase/(Decrease) in current liabilities t 
Increase/(decrease) in trade payables 


Increase/(decrease) in accrued expenses 
Working capital changes 


Cash generated from operations 


Less: 
Interest paid . (W-1) 
Income tax paid 2 (W-2) 
Net Cash from operating activities 
660 


181,000 


(16,000) 


(7,900) 
60 
161,70 


(25,200) 
(42,000) 
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„ак! 
етен enpense 
, 25209195, —— — 


10.9) | P andi 


e COME ах сз 
E- Е ense 
م‎ даба) ; 42.004) | ا‎ 


41,000 | Pend L 


Interest expense 

sng cash flow before working capital changes 

ЁЛ "for working capital changes 
(Increasc)/decrease in current assets 

(Increase)/decrease in inventories 

; (Increase)/decrease in trade receivables 

poose(Decrease) in current liabilities 

| сове decrease) in trade payables 

e А 


эрш operations 
we ; 
Interest paid 
Dividerid paid 
x Cash from operating activities n 
vest ivities 
везане of fixed assets (W-5) 
Me proceeds from disposal of fixed assets (W-2) 
% сай from investing activities B 
Di бо» from Financing Activities 
hxeeds from issue of share capital (323-232) 
Leg term Joan repaid (W-3) 
cash from financial activities С 
Seticerease in cash and cash equivalents (A*B*C) 
МЕ cash and cash equivalents at beginning of period (W-1) 
(W-1) 


| (ak and cash equivalents at end of period 
2015 

19 

19 


Cath and cash equivalents 


JAS 7. er 4^ 
AS 7: STATEMENT OF CASHFLOWS 


Bs in HT 


~ 
PN м - 
j d» a 


2014 
32 


32 


MERC d 
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|, STATEMENT ОР CASHFLOW 
§ 


СПАРТУ 
al Account 


Accumulate 
P and L . 4 
Cash (bal.) | ; 


— јо ® 
М) те 50 [ Ор. 3 
Cash (repaid) Фа!) an à 4 
cl. 
tax expense 
(W-4) و‎ Op. ‘ | x 
(repaid) (bal.) 93 | Pand L 2 8) 
cl, 
Retained Earnings 
(W-5) تپ‎ 52 Ор 389 
Cash (repaid) Chal.) 553 | Pand L 8 216 


el, 


(Wet)... е ا‎ d depreciation 


Rs in '000' 


Profit before tax 
Adjustments for: 


Depreciation . 
Loss on sale of non-current assets (W-7) 
Interest expense 
Operating cash flow before working capital changes 
Adjustment for working capital changes 
(Increasc)/decrease ih current assets 
(Increase)/decrease in inventories | (640) 
(Increase)/decrease in trade receivables (37) 
Increase/(Decrease) in current liabilities | 
Increase/(decrease) in trade payables (W-8) (128 - 87) By 
Working capital changes (718 
Cash generated from operations 1.038 
Less: 
Interest paid (W-3) (128) 
Dividend paid (239) 
Income tax paid (W-4) (470) 
Net Cash from operating activities A — 3 
Cash flow from Investing Activities 8 
Purchase of property, plant and equipment (W-5) ТЕТ 
Sale proceeds from disposal of non-current asset m 
n ~ (1,159) 


Net cash from investing activities 


Cash flow from Financing Activities 
(940 - 740) + (100-0) 


Proceeds from issue of share capital 
Lonj term loan raised 


на 
300 
65 | 


Long term loan repaid (W-2) : 
Net cash from financial activities с 130 
Net increase in cash and cash equivalents (A+B+C) — (8 
Add: cash and cash equivalents at beginning of period (W-1) 5] 
Cash and cash equivalents at end of period (W-1) Е 7 
— —Á 


662 
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CHAPTER-9 145 7: STATEMENT OF CASHFLOWS 


: GS 
we Cash and cash equivalents 2014 2015 
Bank ا5‎ 
Bank overdraft ‚ = 766 
| 51 ____(766)_ 
2) | Loan account 
e Cash (repaid) (bal.) 235 [ Op. 320 
cl. 150 | Cash (raised) ~ 
w3) Interest expense 
undi Gah bal) 126 [ Op. 21 
d. 54 | Pand L 59 
QV Income tax expense 
Cash (bal.) 470 | Ор. 470 
d. 602 | P and L 602 
(w-5) Plant and machiner at cost 
Ж 2,700 | Disposal E 
Cash (additions) (bal.) 1,200 | cl. 3,831 
qu) А 


ccumulated depreclation 


Disposal (bal.) 24 | op. 748 
cl. 1,125 | Depreciation 


401 
Disposal Account 


69 | Accumulated depreciation (W-6) 24 
Cash 41 
P/L (bal.) 4 
(W-8) Trade and other payables 2014 2015 
Trade payables and accruals 152 141 
Less: Interest accrued (24) (54) 
128 87 
Answer-7 
Cash flow indirect method Rs in '000' 
Cash flow from Operating Activities 
Profit before tax 14,400 
Adjustments for: 
Depreciation ((W-6) 3,000 + (W-8) 1,000) 4.000 
(Gain)/ loss on sale of fixed assets (W-9) (100) 
Interest expense 1,000 
Operating cash flow before working capital changes 19,300 
Adjustment for working capital changes 


(Increase)/decrease in current assets 
"(Increase)/decrease in inventories 
(Increase)/decrease in trade receivables 
Increase/(Decrease) in current liabilities 
Increase/(decrease) in trade payables 
Increase/(decrease) in accrued expenses 
Working capital changes 


(15,250) 
ash generated from operations ~ 


ime — 
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CHAPTER.9 
T——————————— 


Less: (W-3) (50), 
Interest paid (W-4) — (loj 
Income tax paid A Ads 
Net Cash fi fom operating activities | 


Cash flow from Investing Activities 
Purchace "ont Investing Activities 


urchase of fixed assets 


W-5 
- Property - (ү) . 
~ Plant and equipment 
Sale, proceeds from disposal of fixed assets B 
Net cash from investing activities * 


C 


ash flow from Financing Activitics 
Do om linancing Activities 


Proceeds from issue of share capital ~ 2) 
Long term loan repaid М à B j 0 
Net cash from financial activities — y 


4,000 
Net increase in cash and cash equivalents К m n (20 
Add: cash and cash equivalents at beginning of period (W-1) тшш 
Cash and cash equivalents at end of period (W-1) (оюу 
WORKINGS | | 
(W-1) Cash and cash equivalents 2015 2014 
Вапк А 11,000 1,300 
Bank overdraft А i 11/000) -= 


à — W 
(W-2) i Loan Account 
Cash (repaid) (bal.) ` 4,000 | op. 10,000 
cl. A us 6,000 


Income tax ex ense 
Cash (bal.) . 1,200 | op. * 1,000 
cl. А 1,800 | Р апа 1, 2,000 
(W-5) Prope at cost ` 
7 ор. 12,000 Disposal . 2 4 
Сазһ (additions) (bal.) 10,000 | cl, . 22,000 
(W-6) ise. 3 


op. 
cl. 4,000 Depreciation (bal.) 


(W-7) 


op. 
Cash (additions) (bal.) 
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STATEMENT OF CASHFLOWS 


w-8 
( Disposal (1.000 - 250) ——Accarmulated depreciation 
el. a Sp: 2.000 
2.250 | Depreciation (bal.) 1,000 
-9 
m Cog TT Disposal Account 
P and L (bal) 1,000 Accumulated depreciation (W-8) 750 
100 | Cash 350 
SW x 
ash flow indirect method 
Cash flow from Operating Activities 
Profit before tax Rs. 
Adjustments for: 1,381 
Depreciation 
Gain on sale of plant and equipment pa МЭН е 
Loss on sale of fixture and fitting , e (1 ) 
Operating cash flow before working capital changes 1,829 
Adjustment for working capital changes 
(Increase)/decrease in current assets 
(Increase)/decrease in inventories (660) 
(Increase)/decrease in trade receivables (773) 
Increase/(Decrease) in current liabilities 
Increase/(decrease) in trade payables 4 
Working capital changes (1.429) 
- Cash generated from operations 400 
Less: 
„ Dividend paid (W-3) (300) 
income tax paid (W-2) (255) 
Net Cash from operating activities A (155) 
Cash flow from Investing Activities 
Purchase of fixed assets 
- Plant and equipment 
- Fixture and fitting (W-6) 
Sale proceeds from disposal 
- Plant and equipment 
- Fixture and fitting 
Net cash from investing activities B 


(4,500 - 4,200) + (900 - 800) 


Net cash from financial activities c 

Net increase in cash and cash equivalents (A+B+C) 
Add: cash and cash equivalents at beginning of period (W-1) 
Cash and cash equivalents at end of period (W-1) 
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(W-7) . Disposal Account . . | à 
e Asset at book value » z 100 | Cash ' i 95 
Р i | P and L (bal.) ; 5 


IAS 7: STATEMENT OF CASHEL o. 
Vs 


CHAPTER-9 
WOR Y 
KINGS ~ 2014 2 
(W-1) Cash and cash equivalents 197 015 
cun i 1,050 512 
hort term investment 5 600 
1 247 —[% 


ا 


W-2) ыл о 
5 | ор. 
Cash (bal.) 25: X 
cl. 312 | Pand L | s 
(W-3) F Dividend payable 
Cash (bal. 300 op. . P | 5 
cl. ? 154 | Dividend i 


(W-4) Plant and equipment at book value 

op. 2,086 | Depreciation (bal.) 
Cash (additions) 312 | Disposal - BV 184 
f cl. . 2,103 


(W-5) Disposal Account 
Asset at book value 184 
P and L (bal.) 19 | Cash j 203 


Fixture and fitting at book value 


(W-6) 
op. 1,381 | Depreciation ; 351 

Cash (additions) (bal.) 366 | Disposal - ` Р 100 

cl. у 1,296 


4 ` 


Answer-9 
Cash flow indirect method 
Cash flow from Operating Activities E 


Profit before tax x е 


Adjustments for: = | 
Depreciation н (1,000+3,000+3,000) 


Gain on sale of equipment _ 
Loss on sale of motor vehiclé à 


Interest expense — 
Operating cash flow before working capital changes 


Adjustment for working capital changes 
(Increase)/decrease in current assets 

(Increase)/decrease in inventories . | 
(Increase)/decrease in trade receivables and prepayments 


Increase/(Decrease) in current liabilities . 
(31,650 - 20,950) 


Increase/(decrease) in trade payables (W-9) 
Working capital changes 
Cash generated from operations i ўз 
Less: ^ 
- (W-3) 


Interest paid 
Net Cash from operating activities 


A 
666 
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ow from Investing Activities 

cas fie «e of fixed assets 
purchas - Equipment 

. Motor vehicle 
roceeds from disposal of fixed assets 

- Equipment 

. Motor vehicle 

chase of long term investment 


vestin activities 
Pas cash from investing B 


Cash flow from Financing Activities 
Capital introduced 


Long term loan repaid À (W-2) | 3,000) 
Net cash from financial activities А 


(36.400) 
(19,860) 
Sale р 


5.630 
1.270 
8.000 
(57.360) 


с — (3,000). 
Net increase in cash and cash equivalents (А+В+С) | (28,100) 
Add: cash and cash equivalents at beginning of period (W-1) 5.400 
Cash and cash equivalents at end of period (W-1) (22,700) 
WORKINGS | ` 
(W-1) Cash and cash equivalents À 2014 2015 
Cash and Bank „ 
. Short term investment ` 700 1,800 
Bank overdraft — ; 4,800 3,600 
· __(28.200) = 
22700) — $400 
(W-2) А | Loan account i ` 
Cash (repaid) (bal.) 3,000 | op. 28,000 
cl. Te | 25,000 à; 
(W-3) 8 Interest expense 
Cash (bal.) 2,600 | op. + = 
й d. Dj | : 400| PandL 3,000 
(W-4) 7 | . Premises at book value 
2^ 38,000 | Depreciation 1,000 
| vae" >, | d 37,000 
: (W-5) : "Equipment at book value ` 
ор. ` 17,600 | Depreciation 
Сазћ (additions) (bal.) 36,400 | Disposal - BV 
| cl. . a 45,800 
(W-6) Dis osal Account 
Equipment at book value 5,200 : 
а -P and L (bal. ) , 430 | Cash (bal.) 5.630 
7) . { Motor vehicle at book value | 
а ор. 4,080 | Denreciation 3,000 ¦ 
Cash (additions) (bal.) |. - 19,860 | Disposal 2,010 
У cl. 18,930 · 
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R- Es 

ee) Dis osal Account 
Motor vehicle at book value 2,010 | Cash (bal.) 3 
P and L i, 


2015 


(W-9) Trade and other payables — 320m ——J24 
Trade payables and accruals t , "s 20,959 
Less: Interest accrued s 
3650 ix 
ا‎ „ў 
Answer-10 
Cash flow Direct method Rs, 
Cash flow from Operating Activities 
Cash received from customers (W-2) . 190,009 
Less: Cash paid to suppliers (W-3) (110,009) 
Less: Cash paid to employees and for exp. (47,000 – Dep. of 2,000) (45,000) 
Less: i А 
Interest paid (13,000) 
Dividend paid : ` (W-10) | (20,000) 
` Net Cash from operating activities ` ‚ A 2,000 


Purchase of fixed assets 


- Building ^ (W-5) 

- Plant . (W-7) 
Purchase of long term investment i (80,000 - 50,000) 
Net cash from investing activities B 


` Cash flow from Financing Activities ' 
n (50,000 - 40,000) + (14,000 - 12,000) 


Proceeds from issue of share capital 
Long term loan raised i (150,000-100,000) 50,000 
С 


Net cash from financial activities 62,000 

Net increase in cash and cash equivalents (A+B+C) (7,000) 

Add: cash and cash equivalents at beginning of period (W-1) 3,000 

Cash and cash equivalents at end of period (W-1) | (4,000) 

WORKINGS | | ; 

(W-1) Cash and cash equivalents à ` 2013 2014 
Bank | 3,000 В 
Bank overdraft (4,000) 


3,000 (4,000) 
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Invent 
ws) ор. 55,000 Cox ове" 
purchases (bal.) 130.000 | а, 7 2^ 


65,000 


Land at cost 
m =< 43,000 
Revaluation Surplus 20,000 
Cash (bal.) | ii 
Buildin at cost 
9 - 50,000 | Di 
Е , Isposal ^ 
Cash (additions) (bal.) *40,000 | cl. "инн 
у Accumulated de reciation | 
» | оГ. я 10,000 
á 5,000 Depreciation (bal.) 1:000 


Plant at cost 
К) 
(7 ор. 10,000 
Cash (additions) (bal.) 1,000 | cl. 11,000 


" Accumulated depreciation 
= 4,000 
` Disposal (bal.) cl. 5,000 Depreciation (bal.) 1,000 , 


9) Accumulated rofit account 
Dividend (bal.) ` 20,000 | Opening balance 25,000 
Closing balance к» 25,000 | Profit 20,000 
(W-10) Dividend Payable account 
Cash (bal.) ч 20,000 | Opening payable 20,000 
Closing payable 20,000 | Dividend (W-9) 20,000 
Answer-11 | | ; 
Abida Limitd 


cash flow for year ended June 30, 2015 


Profit for the year : 256,800 . 
Depreciation 17,500 
Loss on sale of furniture i 6,800 
Increase/decrease in working capital 

Decrease in inventories 21,600 


Increase in payables 


8,900 
Increase in receivables 


(11,700) 
18,800 
299,900 

Add: Proceeds from sale of non-current assets 12,000 


311,900 


Less: Purchase of non-current assets (W) 
ment of long term loan 
Drawings 


| | | 223,900 
"increase in bank balance | 35,900 
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CHAPTER-9 


Non:current assets - 
7,000 | Пергес! 
28,900 | Sale of 


Decrease in assets à 
Purchase of assets — balancing figure 


Answer-12 
KLEA’s Statement of cash flows for the year ended 31st March 2 


Cash flows from operating activities 
Profit before taxation 

Adjustments for: 

Depreciation (W4) 

Finance income 

Interest expense 


7 


Increase in trade receivables 
Increase in inventories 


Increase in trade payables 
Cash generated from operations 


Ihterest paid 

Income taxes paid (W1) 

Net cash from operating activities 
Cash flows from investing activities 
Purchase of intangible assets (W2) 
Purchase of property, plant and equipment (W3) 
Proceeds from sale of equipment ` 
Purchase of long-term investments 

Finance income received 

Net cash used in investing activities, 


Cash flows from financing activities 

Proceeds from issue of share capital (1,000 + 278) 
Payments to redeem debentures 

Dividends paid 

Net cash used in financing activities 

Net decrease in cash and cash equivalents 


Cash and cash equivalents at 1 April 2014 : 
Cash and cash equivalents at 31 March 2015 (32 - 414) 


\, 


Ws in accordance with 
vesting activities or o 
g cash flows.) 


(Note: Alternative classifications of the cash flo 
interest and dividends received as in 
dividends paid as financing or operatin 


670 


Loss on above sale 


17,5007 
12,000 
— 6,800 
.. 36300 ^ 


ation 
furniture 


015: 


Rs. in ‘000 
„1,606 


800 
(50) 
320 


— 
2,676 


(400) 
(1,200) 
334 

1,410 
(320) 

‚_ (630 
460 


(300) 
(1,600) 
150 
(200) 
50 
(1,900) 


1,278 
(400) 


(400) , 


478 
(962) 


580 
(382) 


IAS 7 should receive full credit i.e. 
Perating cash flows, interest and 
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0) 


analysis of cash and caslt equivalents 


= \ 
Cash оп hand and balances with bank 
ank overdrafl — 
Cash and cash equivalents 


Material non-cash transactions 


puring the year land was re-valued upwards by Rs.1million 


rorkings paid 


(wi 


qm 


) Taxation 


Taxation creditor brought forward 
Taxation expense for period 


Taxation creditor carried forward 
Taxation paid in the year 
Intangible assets 

Net book value brought forward 
Capitalised in the year (from (i)) 


Amortisation charged in year (from (i)) 


‚ Intangibles acquired in the year 


(n 


(м 


) Property, plant and equipment 
Cost brought forward 
Revaluation in year (from (ii)) 
Disposals (from (11)) 
Additions (balancing figure) 
` Cost carried forward 
Depreciation and amortisation 
Depreciation (150 movement + 500 on disposal) 
Amortisation 
Profit on disposal (W5) ^ 
Charge shown in statement of profit or loss 


TENTE . 
AS 7: STATEMENT OF CASHFLOWS 


Rs. in *000 


2014 
580 


` 580 


Rs. in “000 
^. 400 
650 
1,050 


630 


(420) 


200 
300 
500 


(200) 
300 


3,000 
1,000. 
(600) 
1,600 

- 5,000 


650 
200 


(50) 
800 


Hence add back of depreciation and amortisation also takes account of the profit on 
disposalof the plant and machinery. 


Rs. in *000 
600 
(500) 
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Q.1 


Q.2 


Q.3 


Q.4 


IAS 7: STATEMENT OF CASHp 


APTER-9 LOW. 
ICAP MULTIPLE CHOICE QUESTIONS (MCQs) 

WORDS. LM iness of furniture. At 1 January 2018 the company’s iss 
ся аа Зи god During the year 2018 company has made a m 
issue of 1 for 5 shares. 

What is impact of bonus issue on cash flows of the business? 

(a) Decrease in cash flows from operating activities 
" (b) Increase in cash flows from financing activities 
(c) No impact 
(d) Increase in cash generated from operations 
A company has incurred a loss of Rs.40,000 during the year 2018; however the balance in the 
bank account at end of the year is more than.the balance at start of the year. 

What does this mean? 

(a) Company has allowed a longer credit period to the credit customers ` 

(b) Company has purchased more stock 

(c) Company has made a right issue during the year 

(d) Company has purchased fixed assets during the year 

A company has provided the following information: 

| ы ER EP ГС 1 

у =. I O a БАЕ 7) 

A bonus issue of 1 for every 10 shares held has been made during. ће year. ` 

What is the amount to be reported in cash flow from financing activities for the year 2018? 

(a) Rs.10,000 Inflow и (b) Nil А 

(c) _ . Rs.10,000 outflow ` . (d) -Cannot be determined 

A company has provided following balances ; 

х Rs. 

Non-current asset - 31 December 2018 · : 125,000 
Accumulated depreciation 1 January 2018 : : i 25,000 
‘Accumulated depreciation 31 December 2018 38,000 
During the year, an asset having cost Rs. 10,000 was sold for Rs. 6,000 and gain on disposal was 
Rs. 3,000, | 

What is the charge for depreciation for the year to be adj usted in statement of cash flows? 

(a) 513,000 ` (6) Rs.19,000 

(c) Rs.20,000 (d). | Rs.38,000 
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0% 


и 


Qs 


v 


түрдүу 


_ Increase in accounts payable 


STATEMENT OF CASHFLOWS 


A company has provided following information 95 3) March 2 
^ arch 2019: 
: 2019 2018 
Retained earnings Rs, Rs. 
following adjustments were made during the усаг 2019; 50,000 38,000 
ividends Ра! К 
Transfer to general reserves Tt, 5,000 
ax charge Its 12,000 
Ч tis the amount of profit before tax for tl Rs.4,000 
9 Ne year 2019 for the purposes of preparing statement 
of cash flows poses of preparing statemen! 
E ы mau 
раена ad (d) — Rs.25,000 
A company has provided the following data: 
Receivables at | April 2018 а 
Receivables at 31 March 2019 loyer 
Credit sales during the year + 
Discount allowed during the year , 3'000 


What is the amount to be shown as cash received from customers in statement of cash flows using 
direct method? 


۰ ( Rs.62,000 | (b)  Rs.75,000 


() ^ Rs.59,000 (d) ^ Rs.65,000 
Which TWO of the following are considered as inflows in a company's statement of cash flows? 


(a) Bonus shares issued (b) Decrease in accounts receivables 
(c) Increase in inventory (d) Increase in accounts payables 
financing activities section of 


Which of the following item will appear in cash flows from 
statement of cash flows? E 
( ^ Cash paid to acquire non-current assets 

(b Dividends paid 

(e) ^ Bonus shares issued 


(d ^ Depreciation for the year 
r ended 31 December 2018: 


Following data is available for a company for the yea 
Rs. 
Operating profit before working capital changes pe 
Increase in accounts receivables * 3.000 
Increase in inventory 2,000 
500 


Interest paid А wi 
What isthe net cash generated from cash flows from operating activities for the year ended 31 
December 20187 "n 
@ 23,500 (p. ВМА 
(d) Rs.19,500 


() — Rs29,500- 
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CHAPTER-9 
i t of cash flows? 


advantage of statemen 


9.10 Which of the following is ап i siness ; 
(a) It determines the profitability of a business flows of the business 


: spected cash 
(b) It helps users to estimate the future expec sieh 
(c) Tt determines the ratio of business debts at i 


i ini ets of a business 
determining the net asse a 
+ rie : s during the ycar: 
Rs 


Q.11 А company has made following investment ; 
30,000 
6 months Advance rent paid to landlord . 25,000 
Short term investments bond (highly liquid) da 50,000 
Debentures purchased- redeemable after 7 years 45,000 
Non-current assets purchased : "m 
What is the amount to be shown in investing activities for the dg 
(а) Rs45000 ^ Gy ~ Bad n 
(c) ^ Rs.95,000 (d) ve ^ 
A company has provided following data at the end of year 2 : " 
100,000 
3,000 


Q.12 


Share capital Rs. 1 each 
Share premium : 
The а has made a right issue of 1 for 5 shares during the year 2018 at Rs.1.2 per share, 
What is the amount to be shown in the cash flows from financing activities? 
(a) .  Rs.24,000 outflow (b)  Rs.24,000 inflow 

(d) Rs.4000 inflow 


(c) Rs.20,000 inflow AT 
How should gain on sale of used equipment be reported in a cash flow statement, using indirect 


Q.13 
approach? | У NN 
_ (a)  Inoperating activities as deduction from Profit before tax | ` 


(b) In investing activities as a reduction in cash inflow 
(с) In investing activities as ап increase in cash inflows 


(d) In operating activities as addition to profit before tax yos : 
Which TWO of the following are added as non cash adjustments to the profit before tax in the 


.14 
3 сазћ flow from operating activities section of statement of cash flows? 
(a) Interest expense (b) Interest income 
(c) - Loss on sale of non-current assets (d) Tax charge for the year 
Q.15 Where, in a company's financial statements complying with international accounting standards, 
-should you find the proceeds of non-current assets sold during the period? 
(a) Statement of cash flows and statement of financial position 
(b) Statement of changes in equity and statement of financial position 
. (с) Statement of profit or loss and statement of cash flows ` 


(d) Statement of cash flows only 


Q.16 Zahid & Co. reported a profit Rs. 40,000 for the year, after charging the fol lowing: 


"X Rs. 
Depreciation . 4.000 
Loss on sale of assets p o5 m 3,000 
During the year there was a decrease in accounts receivables of Rs, 1,000. ' 
What was the net cash flow generated from operations based on above data? 

Rs. ۶ 
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f egt 
í i 
Limited made a, profit for the year of Rs. 320 599, afte 


, MS op, During the year following transactions took 7 ТҮНТ accounting for depreciation 
go № place: 


pase of machinery — Rs. 
Pain accounts receivables 125,000 
peu. ventory 45,000 
se in INV < wie 
~ js the net increase in cash and bank balance during the year? 12.600 
RER————- 


company has provided following information: 
і ~ ды • - 


Rs. 
. Loan notes 
a payable 1 January 2018 | 1.000,000 
payable 31 December 2018 Pn 
; t to be reportedas i i В =), 
ьн — ported as Interest paid during the year 2018 in the Statement of Cash 
Fons: 
| | 
e шил Limited has provided following information about non-current assets: - 
Rs. 
Cost as at ] January 2018 | ` 
Cost as at 31 December 2018 pone 
Des кү ал asset costing Rs.100.000 and having net book value of Rs.40,000 was sold at a 
p 0 S . - - 
What is the net to be shown as outflow in the "Cash flow from investing activities" section in 
$шетет of Cash Flows? ~ ~ 
ha, | 
ig Те E amounts have been calculated for inclusion in the statement of cash flow of House 
Limited: ё 
: Rs. 
Net cash inflow from financing activities Е : 145,000 
Net cash outflow from investing activities - 160,000 
increase in cash and cash equivalents — . 24,000 
come taxes paid | А 65,000 
Ezerest paid | | 12,000 
How much cash has been generated from operations? | 
Rs. & 
ш А cash flow statement provides information that enables users to evaluate the changes in: 
| 8) © Solvency "(b  Netassets - 
| Í) its financial structure (d) 15 liquidity 
™ Daily sales and purchases and employee costs comprise: 
6) Operating activities es e (b) . Investing activities 
9. Financing activity | (d) Component of cash and cash equivalent : 
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CHAPTER-9 
" 
sement of cash L 

Q.23 Which of the following involves a movem 


(a) A rights issue 
(b) Depreciation of fixed assets Vi 
(c) Creation of a provision for doubtfu 

(d) А bonus issue 


2s the equity capital and bor, 
Activities that result in changes in the size and composition of the eq um 
ctivities that res 


Q24 
of an entity are called: (b) Investing activities 
(a) Operating activities None of these 
(c) Financing activity а 
А ; erating acti 7 r 
0.25 i * the “ш аге not the operating (b) Cash payments of income taxes 
a nterest pai t of dividends 
(c) Collections from customers (d) | куше Trade and other гесеу 
llion during the year. Ir Scelvatles 


j Ei i та; 
T ia den ваниле ril an increase of Rs.4 million. What amount of cx; 
was received from customers during the year? ТИ 
(а) Rs.124 million (b  Rs.116 million 
(б) _ Rs.120 million . (d) None ofthese — M 
Q.27 Cost of sales for Shah Textile Limited during the year was Rs.100 million. Opening inv 
was Rs.20 million and closing inventory was Rs.28 million. Opening trade payables were В; 
million and closing trade payables were Rs.9 million. What amount of cash was paid to supplier; 
(а) _ Rs.102 million (b 5.104 million г 
(c) К5.108 million (d) - Rs.110 million 


Q.28 Zaman Limited extracted general ledger from which it shows salaries and wages expense of 
Rs.50 million during the year. Its cash flow statement reported cash paid to employees of Rs.42 


million. The opening balance of accrued salaries and wages was Rs.3.6 million. What was tz 
closing balance for accrued salaries and wages? 
(a) Rs.11.6 million | (b) Rs.11.8 million 
(с) 5.4.4 million " (d) Rs.3.8 million 
Q.29 Gains and losses on disposal of property, plant and equipment are classified as: 
(a) Financing activities , 7 ч 
(Б) Operating activities 
(c) Investing activities 
(d) Either financing or operating activities, depending on which method (direct or indirect) is 
used to determine cash flows from operating activities 
Q.30 Which one of the following events will increase the cash balances of a business? 
(a) Loan repayment to banks (b) Bank granting it an overdraft facility 
(c) Debtors paying amounts owed | (4) Sale of stock on credit 
Q.31 А аты healthy profits is facing a cash shortage. Which of the following events coul 
(a) Delaying payments to creditors 
(b) Тһе shortening of the credit period granted to debtors 
. (с) The recent acquisition of machinery 
(d) An increase in dividend proposed by the directors | 


ars 


enr 
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А immediate effect of maki i 
atis the imm aking a capital repayment on a | 
rofit - None: On cash - Decrease oan on cash flow and profits? 


» On profit - Increase: On cash - Decrease 
à On profit - Decrease; On cash - Decrease . 
On profit -. Decrease; On cash - None 


(d s; 
es as a negative cash fl i " 
ompany h 8 ow from operating activities. What could explain this negative 


Ac 
pg cash flow? 
High levels of dividend payments 


( ка ; 
n А substantial investment in new fixed assets 
A sudden increase in credit sales 

The repayment of a loan 

which of the following is NOT a cash outflow for the firm? 

Dividends (b) Interest payments 

Taxes < (d) Bad debts 

Which of the following would cause negative net cash flow from operating activities? 
° Decrease in depreciation expense ` 


(9) 


() 8 ; 
6) A substantial investment in fixed assets 
@ ^ significant increase in credit sales 


(C Repayment of a long-term loan 
of the following companies is most likely to face cash flow problems? 


4% which 
_ (8 A loss making government organisation 
() А company which has recently sold part of its operations so as to concentrate on its core 
. areas 


A reasonably profitable and long established company with no expansion plans 

to embark on ambitious expansion plans (Spring 2020) (01) | 
ings account indicates that the company has: | 

than the profit earned 


(c) i 
(d A profitable retailer about 


037 A debit balance on the retained earn 
(a) ^ made more dividend payments 
(b) . redeemed some of its share capital 
KO) accumulated losses 3 
pe ' (d) issued bonus shares 
(38 Which of the following would cause negative 
|| @ ^ Decrease in depreciation expense ` 
(b) ` A substantial investment in fixed assets 
` ()  Asignificant increase in credit sales . 
(d) “Repayment of a long-term loan (Autumn 2020) (01) 


E (Spring 2020) (01) 


net cash flow from operating activities? 


must generate positive net cash flow from: 


QW) Inorder to survive in the lorg Fun, a business н Dd 
() investing activities ККЕ (b operating activities 
(Ov блан inen (d) both (a) and (6) . 
GL лечи | (Spring 2021) (01) 
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CHAPTER-9 | 


ICAP MULTIPLE CHOICE QUESTIONS COs) SOLUTION; 
A.1 (c) "а issue of shates involves transfer from Reserves to share capital of the Sor, 
There is no cash flow involved. , y 


pany had net cash receipts (inflows 
f cash by issuing right shares, 


ue of share capital. 


А2 (с) The statement indicates that the com ) despite " 
losses, which is indicative of receipts o 
А.З (b) Мосаѕһіѕ paid or received for bonus 155 


, Entry to record bonus issue 


Particul 
и b/d 100,000--40,000 T 

c/d (110,000 + 30,000) нц, 

140937 

A4 (су. UA 


Accumulated depreciation 


Particulars Rs. | Particulars 

Disposal (see below) Я - 7,000 | b/d 25% 

1/4 38,000 | Depreciation 20, 
А : Disposal 

Particulars Rs. | Particulars Ri 

Asset 10,000 | Provision for dep. (bal) 74 


Gain on disposal 3.000 | Cash . 6.0 


‚ AS (b) Profit after tax 29,000 + Tax 4,000 = Rs.33.000 profit before tax 


Retained earnings 


Particulars Particulars Ri 
Dividends paid b/d 38.0 
Transfer to reserves Profit for the year s 2940 

c/d | 
67,0. 

A.6 (с) 
| Accounts receivables 
Particulars Particulars = 
ә A Cash (bal.) 590 
ales Discount allowed v 
c/d E 
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gae ———— 
(b) & (4) 
Decrease in accounts receiy 
us. 
Increase in accounts Payable indicates n 
(or патента cash ione that we have not paid them, thus reducing outflows 
Bonus shares issued do not affect ca 
Increase in inventory is cash outflo 


1 ividend is paid to shareh ld А 
b Dividen с holders who prov А 4 
M (b) treated as financing activity. Provide finance to the business; therefore, 


JAS 7: STATEMENT OF CASHFLOWS 


Aq ables ind; 
ables indicates that they have paid the debt, hence, inflow for 


e in 


sh flows. 
WS. 


it is Р 
Cash paid to acquire non-current assets is Shown in investing activities, 
Bonus issues have no impact on cash flows of the büsiness 
Depreciation is non-cash item and 's adjusted in Operating activities 
м @ | 
i ; Rs В. 
Operating profit before working capital changes 30,000 
Increase in accounts receivables (5,000) 
Increase in inventory е (3.000) 
Increase in accounts payable 2 000 ' (6,000) 
Less: Interest paid £e 560 
: J ; 23,500 
A10 (b) Users of financial statements may 


е Predict future cash flows from past data of how the 
entity generates and uses its cash. ы : 


Profitability is reflected in statement of comprehensive income. 
Debt/Equity and net assets are reflected in statement 


АЛ (с) Only debentures and non — current assets purchased are included in investing activities; 
` К5.50,000+45,000= Rs.95,000 


Investment in short term bonds will be considered cash equivalent and advance rent 
“would affect operating activities cash 


flows. ` 
А12 (b) Shares issued = 100,000/5 = 20,000 
Cash received = 20,000xRs.1.2 = Rs.24,000 


The gain on disposal is included in profit before tax as other income. This is 
deducted back in order to determine the cash figure. 


(a & c) Interest expense is added back as interest paid is separately reported. 
: Loss on disposal is added back as this is included in 
Interest income is deducted back. 


Tax charge need not be added back as already the amount taken is profit before tax, 


of financial position. 


AB. (а) 


АЛА 
8 profit before tax as an expense. 


A15 (d) 
ATG Rs 48,000 


Rs. 
Profit before tax 5 40,000 
. Adjustments for non-cash items . . 
Depreciation 


4,000 
^ Loss on sale of fixed assets : А -- 3,000 
Operating profit before working capital changes | 47,000 
Decrease in accounts receivables Е | \ ; l 000 
EZ. Cash generated from operations . -48,000 
ааа 
mm 
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СНАРТЕЕ-9 
A.17 Rs. 167,600 gw Rs 
Cash flows from operating nii 320,50, 
Profit before tax 5230 
теста поп . А es 5m 
0 Ese profit before working capital chang (45,9, 
dii Increase in accounts receivables (28,009) 
Increase in inventory — 1260 
292.600 


Increase in accounts payable 


Cash flow from investing activities 125,009 
Purchase of machinery 167,600 


Interest payable 


A.18 Rs. 30,000 
Rs. Particulars. 


ad 30,000 | b/d 10,000 
c/d 00 | Interest expense 40,009 
50,000 50,00) 
Interest expense = #5.1,000,000х4%= Rs.40,000 
A.19 — Rs.130,000 
Amounts to be shown in Cash flows from investing activities are; 
Cash flows from investing activities Rs, 
Cash paid to acquire assets (200,000) 
Cash received on disposal 70,00) 
130,000 


Non-current assets 


Particulars Particulars Rs. 
b/d 350,000 | Disposal 100,009 
Cash 200,000 | с/а 450.000 

55000 


Disposal 

Particulars . | Particulars Rs. 
= | 100,000 | Асе. Dep [10,000 – 4,000] 60.000 
ain on disposal 30,000 | Cash 70,000 
130,000 130,000 

A.20 Rs. 116,000 m 
Cash i 5 
generated from operations 000 

Less: Interest paid € ( 

3 
Income taxes paid بن‎ 
Net cash from operating activities 
Net cash outflow from investing activities * 
Net cash inflow from financing activities : uu 
Increase in cash and cash equivalents Jen 
2400 
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= POTS 


AS 7; STATEMENT OF CASHEFLOWS 


(с) 


d) 

~ A significant increase in credit sales 
Option d: A profitable retailer about to embark on ai 
Option c: Accumulated losses . 

Option c: A significant increase in credit sales 

(b) Operating activities 


mbitious expansion plans 
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Conceptual Framework for 
Financial Reporting 


THE CONCEPTUAL FRAMEWORK FOR FINANCIAL REPORTING 


7 = т 
QUALITATIVE CHARACTERISTICS OF USEFUL FINANCIAL INFORMATION 


RECOGNITION IN THE FINANCIAL STATEMENTS - 


ACCOUNTING CONCEPTS (Revision of Introduction to Accounting) 


MEASUREMENTS OF ELEMENTS OF FINANCIAL STATEMENTS 
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models. 
. (a) 


6). 


(c) 


(ај 


Financial reports аге base 
. Conceptual Framework 


d on estimates. 
establishes ( 


Bements апа models rather than 


he Oncepts that underlie those estim 


exact depictions. The 


ates, judgements and 
The purpose of a Conceptual fram 


• ‘to assist the 
development of 


ework 
International 


Accounti 
future IFRSs an a 


and in its re 


accounting treatments 
to assist national Standard 


| | "Setting bodies in developing national standards; 
О assist preparers of financial statements in i i i , 
. applying IFRSs and in dealing with 
topics that have Yet to form the Subject of an IFRS, | 
• to assist audito 


rs in forming ап opinion on whether financial statements comply 
with IFRSs; у сотр 


to assist users of financial Statements in 
financial Statements Prepared in complia 


to provide those who are interested in the work of the IASB with information 
about its approach t 


о the formulation of IFRSs, 
Contents of conceptual framework mE 


International Accounting Standards 
framework for financial reporting" whi 


Chapter 1 — The Objective Of Ge 
Chapter 2 — Qualitative Characte 


Chapter 3 — Financial Statement 
Chapter 4 — 


Chapter 5 — 


interpreting the information contained in 
nce with IFRSs; and ' 


S And The Reporting Entity 
The Elements Of Financial Statements 


Recognition And Derecognition Chapter 6 — 
Chapter 7 — Presentation And Disclosure - 
Chapter 8 — Concepts Of Capital And Capital Maintenance 
The alternative to a conceptual framework 


A system based on detailed rules is an alternative to a system based on a conceptual 
framework. | . 


Is Conceptual Framework is an IFRS? 


Measurement 


The Conceptual Framework is not an IFRS and nothin 


r g in the Сопсерша! Framework. 
Overrides any specific IFRS. 


On very rare occasions there may be a conflict between the Conce 
an IFRS. In those cases, the requirements of the IFRS preva 
Conceptual Framework. : 


ptual Framework and 
il over those of the 


| 
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ANCIAL REPORTING 


! IN. 

ORK FORE 

POUR CONCEPTUAL FRAMEW! 

- LINFORMATION 
ıı, FINANCIA 
cs OF USEFU 
‚бф ЈЕ CHARACTERISTICS © 
102: ОЏАШТАТУ E decision makin а faithfully represent what it 
Information to be useful for be relevant ап 


ful, it must d if it is comparable, 


es é 
f financial information 15 enhanc! 


If financial information is to be use! 
purports to represent. The usefulness o 


verifiable, timely and understandable. z for it to be useful for decision 


CNET А 
ауе certain characteristics 1n ord 


information must h ү 
те 1 Framework describes: 


making. The 1458 Conceptua 


s fundamental qualitative characteristics; and 


• enhancing qualitative characteristics 


Fundamental qualitative characteristics 


The fundamental qualitative characteristics are 


О relevance; and 
. faithful representation 
Relevance of making a difference in the decisions made by users. 


ial i tion is capable 5 
ا‎ Decal је difference in а decision even if some users choose not to 


f it from other sources. 
ality. Information is material if omitting it or 
he basis of financial information about 


Information may be capable of making a 
take advantage of it or are already aware О! 
The relevance of information is affected by its materi: 
misstating it could influence decisions that users make on tl 
а specific reporting entity. d 
Faithful representation (True and fair view) 
Financial reports represent economic phenomena in words and numbers. To be useful, fi 
information must not only represent relevant phenomena, but it must also faithfully represent the 
substance of the phenomena that it purports to represent. Although, in many circumstances, the 
substance of an economic phenomenon and its legal form are the same, an accountant should be 
careful to identify when this might not be the case. | 
To be a perfectly faithful representation, a depiction would have three characteristics. It would be 
complete, neutral and free from error. Of course, perfection is seldom, if ever, achievable. The 
objective is to maximise those qualities to the extent possible. 

Enhancing qualitative characteristics M 
The qualitative characteristics that enhance the usefulness of information that is relevant and a 
faithful representation are: - 


nancial 


= comparability; 

• verifiability 

• timeliness; and 

• understandability 
Comparability . 


Comparability enables users to identify and understand simi j 

‹ e e rstand similarities i i 

ia арны about а. reporting entity is more useful if it m Es ed ті 

information about other entities and with similar information ab рне ми 

Hen manie rig out the same entity for another 

Consistency is related to comparability but is 
n 

same methods for the same items, either from 

single period across entities. Consistency helps 


ot de Same. Consistency refers to the use of the 
a р to period within a reporting entity or in а 
achieve the goal of comparability, 


a pm 
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Verifiability 
This quality helps to assure users th 
it purports to represent, Verilinb; 
observers could reach consensus th 
information need not be a single 


vat informati 
ation faith 
ili Mully represe: 
ility meang that differs presents the economic phenomena 


at а particular depiction + qivowsledgeable nnd sd d 
Point estimate WE МНН A faithful representation: Quantified 


lated probabilities c. a 
the re à р! ies сап also be verified. ble, А range of possible amounts and 
Verification can be direct or indirect, 
А Direct verification means verificati 
Sve ~ 
inventory: : rification through direct observa 
| Е с Y servation, e.g, by counting cash ог 
| • Indirect verification mean 


с Ns checking the | 
and recalculating the outputs aston ths i 


amount of inventory mi 
ЕМ be verifi 
recalculating the closing inventory js 


ү 
Puts to a model, formula or other technique 
m methodology, For example, the carrying, 

by checking the inputs (e.g, costs) and 


| usin uts 
1 Timeliness , E the same assumption (e.g. FIFO). 
This means having information available t = 
n n 0 decision-makers i 
their decisions. Generally, the older the VE мане мн “it вечи са 
Understandability эз useful it is, 
ation is ma T" 
ў сова manner pA trandate by classifying, characterising and presenting it in a clear and 
inderstand however: x s плете: are inherently complex and cannot be made casy to 
s ia " = » exclu а pa relevant information is not justified in such circumstances. 
А nancial reports are prepared for users who h i 
| ~ in have a reasonabl 
| economic activities and who review and anal е knowledge of business and 


узе the information diligently. 
` Cost constraint on useful information 
Cost is a pervasive constraint on the information that 
Reporting financial information imposes costs, 
the benefits of reporting that information. 


The benefits obtained from financial information should exceed the cost of obtaining and 
providing it. Information should not be provided if the cost is not worth the benefit. 


that can be provided by financial reporting. 
and it is important that those costs are justified by 


H HE FIN. TAL ST, ENT: 
The element of financial statement (asset, liability, equity, income or expense) shoüld be 
* recognized in the statement of financial position or in the statement of profit or loss when it: 
(а) meets the definition of an element, and also 
| ` (b) . satisfies certain criteria for recognition. 
Items that fail to meet the criteria for recognition should not be included in the financial 
statements, However, some of these items may have to be disclosed as additional details 
2 in a note to the financial statements. 
The criteria for recognition are as follows: 
LI It must be probable that the future economic benefit associated with the item 
will flow either into or out of the entity. 
٠ The item should have a cost or value that can be measured reliably. 


(a) Probability of future economic benefit flowing in or out 


The concept of probability relates to the degree of certainty or uncertainty that the future 


economic benefit associated with the item will flow into or out of the entity. 
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CHAPTER-10 CONCEPTUAL Е 


should be assessed on the basis of the evigan. 


or uncertainty 5 
nts are prepared. 


The degree of certainty с : 

available at the time the financial statemer 

(b) Reliability of mensurement — 
An item should ђе recognised in the financial sta 


can be measured with reliability. 
of an item h к 
e estimates IS an 


estimates are reaso 


Чу if it has a cost or value tha, 


nated because its value is not known 
essential part of preparing financia 
nable, it is appropriate to recognise 


< In many cases, the value as to be estin 
with certainty, Using reasonabl 
statements, and provided that the 
items in the financial statements. 
However, if it is not possible to make a reasonable 
from the statement of financial position and sta 
comprehensive income. 
An item that cannot be estima 
with greater certainty at a later time, 
financial statements. 
RECOGNITION 
(n) Recognition of assets Я 

e statement of financial position when there is an 


An asset is recognised in th | [ \ 
increase in future economic benefits relating to an increase in an asset (ога 


reduction in a liability) which can 
An asset should not be recognised when expenses have been incurred but it is 


unlikely that any future economic benefits will flow to the entity, Instead, the 
item should be treated as an expense, and the cost of the asset should be "written 


off. 


(b) Recognition of liabilities 
A liability is recognised when it is probable that an outtlow of resources that 
embody economic benefits will result from the settlement of a present obligation, 


and the amount of the obligation cun be measured reliably. 


(c) Recognition of income 


Income is recognised in th 
economic benefits arises from an increase in an asset (ог a reduction in a lia 


and this can be measured reliably. 
(d) Recognition of expenses 
Expenses are recognised in the statement of profit or loss when а decrease in 
future economic benefits arises from a decrease in an asset or an increase ina 
liability, which can be measured reliably. 
, Note that an expense is recognised at the same time as an increase in a ПЕД 
(for example, trade payables) or а reduction in an asset (for example, cash), 
Expenses are recognised in the statement of profit or loss by means ofa 
association between items of income and the expenses incurred in creating that 
income, 


estimate, the item should be excluded 
tement of profit or loss and other 


liability at one point in time might be estimated 


ted with re : А i 
uld then be appropriate to include it in the 


when it wo 


be measured reliably. 


з OO OO 25 


e statement of profit when an increase in future 
bilin) 


diwet 


• Matching of costs nnd Income involves the simultaneous recognition ol 
: revenues and related expenses. 
• When economio benefits arise over several accounting periods. and th 


кии with income can only be decided in broad terms, суреп 
should be recognised in profit and loss (the statement of protit or los? “ 
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each accoun 
allocation p 
Current asset 
* and ration 5, by me; 

depreciation method, TES 


ting period 
on к 
Госейигер p "à basis of « 


58. Wher t 
Associated With a ! asset are no lon ere pe 
8 X 


: nd the write 

n expense may also bi 

ре e re i 
recognition of е te 


For the purpose of making the Comparison of fi 
policies and classification of information present 


An entity should retain the presentation and 


nancial statements easy, 
ed should be consistent o 


the accounting 
мег periods. 

: classification of i i i 
statements from one period to the next otherwis items in the financial 


of presentation. 
Example 


An entity should use consistent accounting policy regarding inventories i.e., either to use 
FIFO basis or weighted average basis. 


(b Materiality 
Information is material if its: 
• omission; or , 
• misstatement will influence the economic d 
the financial statements. 
Materiality depends on: 


۰ the size of the item or 
. 


€ there will be a violation of consistency 


lecisions of users taken on the basis of 


error judged in the particular circumstances of its omission or misstatement. 


` IAS 1 also states that each material class of similar items should be presented 
separately in the financial statements. 


In addition, items of a dissimilar nature should not be aggregated together in the 
' financial statements (combined as a single item and in a single total), unless their 
value is immaterial. 


Example . m ғ. 
In assessing whether ог not ап item is material, it is not only the amount of the item. 5 
Which needs to be considered. The context is also important: , 


illi d inventories of ` 
i non current assets of Rs. 2 million an е 
и Бе n eem Rs. 20,000 in the. depreciation calculations might not be 
hoa к as material, however an error of Rs. 20,000 in the inventory valuation: 


will be material. 


o 
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If a business has a bank loan of Rs. 50,000 and a en 55,000 balance 0 

deposit account, it might well be regarded as a materia misstatement jf thes bay 

amounts were displayed on the balance sheet as cash at bank Rs. 5,000" Se ty 
i words, incorrect presentation may amount (о material misstatement even in 
ete 


is no monetary error. 


(с) Ргидепсе | " | 
Prudence is the inclusion of degree of caution while exercising judgement, Sin 
prudence means: s Ply, 

assets and incomes should not be overstated and 


• 
liabilities or expenses should not Бе understated 


Examples of prudence concept are: : 
(i) Creation of provision for doubtful debts by exercising judgement so that абы; 
should not be overstated. 

(ii) Showing stock at net realizable value if cost is greater than NRV. 

Example | | | : 

Where a loss is foreseen, it should be anticipated and taken’ into account immediately 
Even when the amount of the loss is not known, an estimate of the loss should be made, 
If a business purchases inventory for Rs. 1,200 but, because of a sudden slump in the 
market, only Rs. 900 is likely to be realized when the inventory is sold; the prudence 
concept dictates that the inventory must be valued at Rs. 900 i.e. at NRV. 


(d) Matching concept | 
It is a concept in which expenses are recorded in way to match them with the revenye 
earned in a specific period. Depreciation arid creation of provision for doubtful debt i 


example of this. 


(e) Separate entity concept | 
It is a concept which dictates that owner is separate person from the business. 


- (f) Fair value 
Fair value is the amount for which an asset could be exchanged between: 


• knowledgeable 
• willing parties 
e inan arm’s length transaction. 


(g) Offsetting . | 
IAS 1 states that: va = . | 
E Assets and liabilities should not be offset against each other. 


Similarly incomes and expenses should not be offset against each other. Instead 
they should be reported separately. 
The exceptions to this rule are when: 


• offsetting is required or permitted by an accounting standard or the Interpretation 
of a standard ; А i 
• offsetting reflects the economic substance of a transaction. An example specif 


in IAS 1 is reporting of a gain or loss on disposal of a non-current asset û 2 
value minus the carrying value of the asset and the related selling expenses 


Scanned with CamScanner 


Historical Cost 
Assets are recorded at the am ount of: 
i cash or cash equivalents paid or 


s the fair value of the Consideration Biven 
to acquire them at the time of their a 


Cquisition, 
Liabilities are measured at: 
$ the amount of Proceeds received | 
in igati 
bank loan or a bank overdraft), or exchange for the “шй (де жшк 
à the amount of cash that will be 


paid to satisfy the liability, 
" Replacement cost/ Current Cost / Current value 


e ie vad Carried at the amount of cash or cash equivalents that would have to be 
paid и the same ог an €quivalent asset Was acquired currently 

• Liabilities are carried at the undiscounted am 
them 


() Present value | Е 


Present value is the estimated current value of future amount to be received or paid out, 
(d ^ Realisable value/settlement value 


• Assets are measured at the amount that 


> could be obtained by selling them. 
Liabilities аге measured at the amount that would be required to settle them 
currently. 


This method of measurement is relevant when an entity is not a going concern, 
and is faced with liquidation (and a forced sale of its assets). , . 
Historical cost’is the most commonly used measurement basis. However, the 
other bases of measurement are often used to modify historical cost. For 
example, inventories are measured at the lower of cost and net realisable value. 
Deferred income is measured at present value. Some non-current assets may be 
valued at current value. 


The Framework does not favour one measurement base over the others. 
() Fair value 


Fair value is a possible basis for the valuation of assets in the financial Statements. . 
Although it is not described in the IASB Conceptual Framework, many IASs and IFRSs 
require it to be used instead of historical cost or as an alternative to historical cost. 


Fair value may be used in financial statements in the following circumstances; 
° After its initial recognition at acquisition, a non-current asset may be re-valued to 
; its fair value. 


Inventory is measured in the statement of financial position at the lower of cost 

ог net realisable value. Net realisable value (NRV) is the selling price of the 
inventory item in the ordinary course of business, less the estimated ec costs 
to completion and the expected selling costs. NRV may or may not be the same 
as fair value. 


Revenue should be measured in the statement of profit or loss at the fair value of 
the consideration received or receivable (IFRS 15). 
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ften approximately the same as current value, p 


Fair value is o be very different, 


value and current value can 
Problems with the use of fair value 


to understand and less complicated to apply than - 
it is also more reliable than value to in to 4 


Using, 
lomie " 
1 


ut Some 
Clim, 
ЈИ 


Fair value is easy [heme 
dis ably, 

business/current value. Агри | 

because market value ‘is more casily verified than (for example) ecor 

However, it has some serious disadvantages: | 

There may not be ап active market for some kinds of asset, Where 


° : there ; 
active market, estimates have to be used and these may not be reliable. °з, 


=” It anticipates sales and profits which may never happen (the entity May have 
` plans to sell the asset). N 
• Market values can move up and down quite rapidly. This may distort trends i 
financial statements and make it difficult for users to assess an entity’ 


S Performan, 
over time. 


A notable example of this problem occurred during 2007 and 2008 with the Collapse 
the market for certain types of asset-backed securities (mortgage-related Securities knoy, 
as CDOs). Many banks, particularly in the US and Europe, announced huge ы 
largely due to the requirement to write down their investments in these finan 
instruments to fair value, even though fair value was difficult to assess, 

Despite these problems, it looks increasingly likely that the IASB-will require Breater y 
of fair value in future. > 


LO6: CONCEPTS OF CAPITAL AND CAPITAL MAINTENANCE | 
The Conceptual Framework states that there аге two concepts of capital: 


• А financial concept of capital; 
• А physical concept of capital. 


Different systems of accounts used different capital maintenance concepts. The choice of 
capital maintenance has a profound effect on the measurement of profit. 


(a) Financial capital maintenance 


A financial concept of capital is that the profit is earned during a period if the financial 

value of equity at the end of the period exceeds the financial value of equity at th 

beginning of the period by adding it except exceed due to raise of capital. | 
(b) Physical capital maintenance А | | 

А physical concept of capital is that the capital of an entity is represented by is 

productive capacity or operating capability. Where a physical concept of capital i 

used, the main concern of users of the financial statements is with the maintenance of tk 

operating capability of the entity, 

With a physical concept of. capital maintenance, a profit is not earned during a peri! 

unless (excluding new equity capital raised during the period and adding back a 

distribution of dividends to shareholders) the operating capability of the business 

greater at the end of the period than at the beginning of the period. 

Consider the basic accounting equation. 


Assets = liabilities + equity 
OR 
Assets — liabilities = equity 
Whereas Assets — liabilities is also called net asset 
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Like any other equation, chang 
changes in the other side. Ther 
difference between the 
during the period, 
Formula of profit are: 


ny distributions 


Chang in equity = 

Increase in equity = 

Profit = ond 

Strib 

This shows that the у to in ~ Capital Introduced * Distri мо 
INg equity į ial i 

: Quity is crucial in the 


alue ascribed 
Financial capital maintenanc 
With the financial concept o 
unless the financial value of 
equity at the beginnin 
distributed). 

Historical cost account 


Measurement of Profit 


f capital ma; 
| aintenance, а а 
equity at the end Profitis 


к Not earned during iod 
B of the Of the period ех, g a perio 


| ] ceeds the financial val 
eis | cial value of 
Period (after adjusting. for equity capital raised e 
ing is based 

9n the concept of 
is Concept, an entity makes я b 


{у measured a profit wh 


en its closing e uit 
Units 5 equ 


Currency at the start of the 


Under this concept, an entit 
equity remeasured to maintai 


This requires the opening equity 
achieved by a simple double entry, 
Statement of profit or loss 
Inflation reserve 
Physical capital maintenance 


А physical concept of capital is that the ca 
productive capacity or operating capability 


to be uplifted by the general inflation rate. This is 


pital of an entity is represented by its 
. Where a physical concept of capital is used, 
the main concern of users of the financial statements is with the maintenance of the 
operating capability of the entity. 


With a physical concept of ca 


pital maintenance, a profit is not earned during а period 
unless (excluding new equity capital raised during the period and adding back any 
distribution of dividends to shareholders) the operating capability of the business is 
greater at the end of the period than at the beginning of the period. 


This requires the opening equity to be uplifled by the specific rates of inflation that 
` apply to the individual components of the net assets of the company. Again, this is 
achieved by the same simple double entry. 


Example: Capital maintenance concepts 


Insari Limited commenced business on 1 January with a single item of inventory which 
cost Rs.100,000. 


=. ч жайран есе acp M specific to the item was 1096. 
ing i i % but the 
During the year general inflation was 5 | 
і ways. 
Profit is calculated under each concept in the following way 


OO 
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Capital maintenance сопе 


А e 
Financinl Financial ja | 
(money terms) (real terms), ДИ 
Rs. Rs. 
Statement of profit or loss 140,000 140,000 us 
ica dare я (100,000) по 
inflaton ed inflati i ening equity): 00, 
Inflation adjustment (inflation rate applied to opening — 


5% x Rs.100.000 


| (1000 
10% x Rs.100,000 40,000 35.000 300 


Statement of financial position Rs. Ed Rs, 
Total assets 140,000 m 140,009 
Equity and liabilities: . и £3 


Opening equity 
Inflation reserve (See above) 


100,000 105,000 — iig 
Retained profit (Profit for the year) 40,000 35,000 30,00) 
140,000 140,000 140,000 


Commentary on the example 


Under historical cost accounting, the profit is Rs.40,000. If the business paid this оша, 
dividend it would have Rs.100,000 left. 


Rs.100,000 is the opening equity expressed as a number of units of Currency. This means 
that the company would have maintained its equity expressed as a number of units of 


To maintain its opening equity in real terms the company would have to ensure that it hai 
the same purchasing power at the year-end as it had at the start. General Inflation ws 


I 
enough to buy the same asset that it had at the start | 

. H rt 
to specific inflation of 10% therefore th ات‎ nee о 


Е е сот . 
end in order to buy the same asset, Pany would need Rs.110,000 at the yew 

м ЕА ав company would not have the same capaci to operate as it had a year ago. 

0 TE А de | ____--арасцу to operate as it had a year ago 
К iur = im equity in physical terms the company would have to ensure tid! 
would need to ы “а i 0 [ie at the year-end as it had at the start. In other words! 
from profit and loss into an ; к company can achieve this by transferring 25.100! 
an inflation reserve, Profit would then be reported as Rs.30,000: 
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Comparing the two concepts 

Neither the IASB Conceptual Framework nor accounti 
specific capital maintenance concept. In practice almo 
capital maintenance, but both concepts can provide use 
Financial capital maintenance is likel 


6 Sip Y 10 be the mos 
interested in maximising the return on their invest 
е power. 


sical capital maintenance is likely я 
м a оа in assessing : ул е iit, Ant to management and — 
This 15 particularly true for manufacturi 
information about the 
volume of goods. 


ng standards require the use of a 


St all entities use money financial 
ful information. 


t relevant to investors as they are 
ment and therefore its purchasing 


ability to maintain its operating capacity. 
ability of uring businesses, where management may need 
ability of the business to continue to produce the same or a greater 


T –—=—=—= 
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UESTIONS 


ICAP 


PAST PAPER 


QUESTION-1 


(a) What does a complete set of financial statements comprises of? 1 
(b) Explain the following accounting terms: T 
(i) Net realizable value 
(ii) Fair value =. (05 
{Spring 2014, OK | 
QUESTION-2 s 
(a) Briefly describe any four measurement bases that may be used to measure the value of assets jp 
the financial statements. | (06 
(b) For measuring the value of a motor vehicle in the financial statements, a company is Considering 
the following alternatives: 
(i) Value the motor vehicle at Rs.864,000 based on the sale price of a similar motor vehicle 


if sold today; 


(i) Value the motor vehicle at Rs.1,235,000 based on the cost of the motor vehicle When 
purchased two years ago; 


` (i) ^ Value the motor vehicle at Rs.1,481,000 based on the cost of a similar motor vehicle i 
purchased today; " 


(iv) ^ Value the motor vehicle at Rs.800.000 at winch price a motor vehicle dealer is willing t 
purchase. | 


Required: 3 
Identify the basis of measurement of the motor vehicle in each of the above cases. (04 
| | {Autumn 2013, Ой) 
QUESTION-3 . | 7 
List the components of a complete set of financial statements. (03) 
{Spring 2012, 081) 
QUESTION-4 


What is the most commonly adopted basis of measurement? Give two examples where two different basis 
of measurement are used in combination, to measure an asset or liability. (03) 


{Autumn 2011, Qf IJ 
QUESTION-5 


Briefly describe the measurement bases that may be used to measure the value of assets in the financial 


statements. (06) 
(Spring 2020 QJ) 
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PAST PAPER SOLUTIONS 


e 


statement); 
a statement of changes in equity for the Period: 
() a statement of cash flows for the period: ; 
(у) notes to the accounts; 


0 


(i) ^ Fair value is the amount for which an 
۰ knowledgeable 
e willing parties 
e in an arm’s length ‘transaction. 
Angwer=2 : j 
» 0 Historical Cost 

Assets are recorded at the amount of: 


• cash or cash equivalents paid or 
e the fair value of the consideration given to acquire them at the time of their 
acquisition, ` 


(ii) | Replacement cost/ Current Cost ш 


Assets are carried at the amount of cash or 

the same or an equivalent asset was acquire 

Liabilities are carried at the undiscounted 
(iii) ^ Present value 


cash equivalents that would have to be paid if 
d currently 3 


amount currently required to settle them. 


Present value is the estimated current value of future 


(у) ^ Realisable value/settlement value: 
ade Value/settlement value 


It is value of an asset at which it can be sold today. 
(i)  Realisable (settlement) value 
i) ^ Historical cost 


( у "e 
(i) ^ Replacement cost (Current cost) 
(V) ^ Fair value 


amount to be received or paid out. 


Components of Financial Statements uu | | 


pee set of financial statements comprises: И 
i statement of financial position as at the end of the period; 
fy „A statement of comprehensive income for the period; 

ê statement of changes in equity for the period; 


h 2 statement of cash flows for the period; 
notes to the accounts; | 


өү 
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Answer-4 | — 
The commonly adopted basis of measurement is hi ај 
NRV. Fixed assets may be carried at historical cost or г 


cal cost. An inventory is carried at lower OF cost 


Answer-5 


(i) Historical cost — 
53 ired or created is the valu Cost incurred ia 

istorical cost of an asset, when it is acquired ог t t 0 : 
= or creating the assel, comprising the consideration paid to acquire or create the asset 


plus transaction cost. 
" niri vo RN provide monetary information about assets using information Updated tp 
reflect conditions at the measurement date. ` у 
Current value measurement bases include: 
- Fair value 
- Value in use for assets | 
= Current cost SS 
~ Fair value 


Fair value is the price that would be received to sell an asset in an orderly transaction between 
market participants at the measurement date. Fair value reflects the perspective of marke 
participants. 
Value in use 


Value in use is the present va!ue of the cash flows or other economic benefit that an entity expects 
to derive from the use of an asset and from its ultimate disposal. Value in use reflect entity 
specific assumptions rather than assumptions by market participants. 
Current cost | 
The current cost of an asset is the co: 
7 the consideration that would be paid 
be incurred at that date. | 
Current cost, like historical cost is 'an enti 
unlike hístorical cost, current cost reflects 


st of an equivalent asset at the measurement date comprising 
at the measurement date plus the transaction cost that would 


ty value; while fair value is an exit value. However, 
conditions at the measurement даје, 
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ICAP QUESTIONS BANK QUESTIONS 
yESTION-! | 


T за the criteria for recognition of assets i ! е 
wha часте of a company іп accordance withthe 11е loving SEI taroen (ntis 
A manufacturing unit valuing Rs. 
A fleet of trucks valuing Rs.100 r 
A highly skilled workforce, рені 


5 milli 
ee owned and controlled by the Company 
million, controlled by another company 


18 an annual compensation of Rs.12.5 million 


ТСАР Example 1) 
UESTION-2 ( P 
BC received Rs. 160,000 in cash on 20 December 200 ; А i ; 
ir during the 2004 financial year. 4 from RM in return for having provided financial 
Required: - 
Explain, with reference to the relevant definitio i i i 
(a) in ibe2004-finanelabyenr. ns, which elements should possibly be recognized 


(b) Briefly identify whether and/ or how your answer would change if the cash received had been 
received for financial advice to be provided in the 2005 financial year. 


(ICAP Example 2) 
QUESTION-3 


Read the following scenarios: 


1. An amount paid to landlord totalling Rs.120,000 on Ist January 2012 against the rent for the year 
ended 31st December 2012. Year end of the entity is 30 June 2012. 


2. An expenditure incurred on repairs and maintenance of plant amounting Rs.300,000. 

5. There has been legal dispute between the entity and its customer and company expects the ۴ 
outflow of Rs. 200,000 in order to settle the dispute. 

4. Entity purchased goods costing Rs. 20,000 for trading purposes and the same was sold for Кз. 
25,000. 

Required: 

Which of the above, would be recognized as expense &/or asset in the financial statements of a company 

in accordance with the criteria given in conceptual framework. . (ICAP Example 3) 

QUESTION-4 


Adeel Limited (AL) owns a machine which it purchased two years ago for Rs. 200,000. The 
accumulated depreciation on tlie machine to date is Rs. 80,000 based on 5 years life using straight line 
method. 


The machine could be sold in the market. for Rs. 100,000 but there would be dismantling :osts of Rs. 
10,000. 


The cash flows from the existing machine are estimated to be Rs. 50,000 for the next two years followed 
by Rs. 40,000 in the last year. Relevant discount rate is 1096. - 
To replace the machine with a new version would cost Rs. 220,000. 
Required: | = 
Measure the machine using different measurement bases for AL using the above information. 
(ICAP Ехаг:п1е 5) 


QUESTION-5 А 
Briefly describe the measurement bases that may be used to measure the e os e 
financia] statements. н ie 
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QUESTION-6 

A factory building was purchased from Habib Factory by a company for ps кши in 20%, Its 
useful life was estimated to be 25 years. The building was revalued in 2019 at Rs 

It was decided to sell the factory building at Rs.90 million after incurring repairs and painting work done 
of Rs.10 million. 

What will be the cost of the asset under each of the following measurement basis: 


• Historical cost 

• Current cost 

• Realizable(settlement) value 
QUESTION-7 


e's sole shareholder contributed capital of Rs.1,000, 
inventory for cash of Rs.1,400. At the 
Rs.1,100. General inflation during the 


Carrie starts in business on 1 January Year 1. Carri 
Carrie purchased one item of inventory for Rs.1,000 and sold that i 
end of Year the replacement cost of the same item of inventory is 
year was 796. ' 


Required 
Calculate the profit for the year and set out a summary statement of financial position as of 31 December 


Year 1 under the following capital maintenance concepts. 


(a) Physical capital maintenance 

(b) Financial capital maintenance 
(i) Historical cost accounting 
(ii) ^ Constant purchasing power accounting (ICAP Example 7) 

QUESTION-8 

Mark true/false against each given scenario and give reasons for the selected answer: 

A. In case of conflict between requirements of conceptual framework and IFRS, the requirements of 

. conceptual framework shall prevail. . 

B. Conceptual framework is not an International financial reporting standard (IFRS) 

C. HR related cost is recognized as an asset in the fi nancial statements since economic benefit is 
probable from human resource | 

р. Internally generated goodwill i is recognized as asset and measured at fair value in the financial 
statements 

E. When economic benefits arise over several accounting periods, and the association with income 
can only be decided in broad terms, expenses should be recognized in profit and loss of each 
accounting period on the basis of systematic and rational allocation procedure 

F. When an item of expenditure is not expected to provide any future economic benefit, it is 
recognized as an asset in the financial statements 

G. In fair value method, assets are measured at the amount that would be paid to purcliase the same 
or a similar asset currently. (ICAP Example 8) 

. QUESTION-9 


Which of the following, would be recognized as income &/or liability in the financial statements of a 
company in accordance with the criteria given in conceptual framework: 


1, Advance ‘received from customer amounting Rs.50,000 against the goods to be delivered after 6 
months’ | 
2. Services provided to ABC and Со. on credit amounting Rs.30,000. 
3. Account Receivables already written off in previous years amounting Rs.30,000 were received | 
Juring the year. s í (ICAP Example 4) 
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"mus " ET 
E entity can recognize assets in its balance Sheet onl 
Ane 


It is probable that any future economic ve ales following conditions are met: 
entity 
The cost/value of the asset can be measur 
> following will be recognized in the financial 
А manufacturing unit valuing 5,5 million, owned and controlled by the Compan 
The fleet of truck will not be recognized because it is not Controlled by the entity. simile workforce 


й ized by the entity because there i i i 
ill not be recogn › "tere 15 DO certainty about th ili omic 
белей from workers as they can quit the entity at any time, м ас 


part (2) 


asset will flow to or from (ће 


ed reliably 
Statements: 


саду been provided, therefore 


cognised as an income. 
Anasset and an income shall be recognised in year 2004, 


Part (b) 


(no change in liability). Increase in equity shall be re 


Anasset and a liability shall be recognised in year 2004. 
Answer-3 


1. Increase in asset (advance rent: Futur 


e benefits) Rs. 60,000 and decrease in asset (Cash) 
Rs. 120,000 resulting in net decrease in e 


quity is Rent expense (Rs. 60,000). 


2 Decrease in asset (Cash) Rs. 300,000 and по increase in other assets (unless increase in present 
resources) resulting in net decrease in equity is Repair expense (Rs. 300,000). 
3 — Increase in liability (obligation to settle) Rs. 200,000 and no increase in any assets resulting in net 
decrease in equity is Expense (Rs. 200,000). 
Amwer4 — | И 
Historical cost | à Rs. 
Cost А | 200,000 
Less: Accumulated depreciation | 80,000 
| 120,000 
Fair value , 
+ E value is market value (exit price) of Rs. 100,000 without deducting cost to sell of Rs. 
000. . : 
Value in use - | Rs. 
Yari Rs. 50,000 x 1.1" 45,455 
Year Rs. 50,000 x 1.1? 41,322 
Year Rs. 40,000 x 1.1? 30,053 


— 2 V. 
| | р 116,830 
8. 
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| Си rrent cost 320,000 
н depreciation* Rs. 220.000 / 5 x 2 years c 
* The replacement cost is of new machine and needs to be adjusted for two years usage. | 
Answer-5 
o СНО И _ 4 d or created is the value of the cost incurred in 


The historical cost of an asset, when it is acquire r А sib td: at 
acquiring or creating the asset, comprising the consideration p 


plus transaction cost. 


(ii) Current value ce dE 
Current value measures provide monetary information about assets using information 


updated to reflect conditions at the measurement date. я 


quire or create the asset 
- 


• Current value measurement bases include: 
- Fair value 
= Value in use for assets я ' 


- Current cost 

(iii) Fair value | | 
Fair value is the price that would be received to sell an asset in an orderly transaction between 
market participants at the measurement date. Fair value reflects the perspective of market 
participants. ` 

(iv) Value in use 

; . Value in use is the present value of the cash flows or other economic benefit that ап entity expects 

to derive from the use of an asset and from its ultimate disposal. Value in use reflect entity 
specific assumptions rather ihan assumptions by market participants. · 

(v) Currentcost . | 
The current cost of an asset is the cost of an equivalent asset at the measurement date comprising . 
the consideration that would be paid at the measurement date plus the transaction cost that would 
be incurred at that date. 
Current cost, like historical cost is an entry value; while fair value is an exit value. However, 
unlike historical cost, current cost reflects conditions at the measurement date. 


Answer-6 x , 
The cost of the asset under each measurement basis shall be as follows: 
Historical cost ' 

The historical cost of the building is Rs.100 million. 


Current vost А 
The current cost of the building shall be its revalued amount which is Rs.75 million. 


Realizable(settlement) value | 

: The realizable value of the building will be its selling cost less any costs incurred to sell the asset, which 
is 90 million less 10 million, i.e, Rs.80 million. | ` 
When purchased inventory, it was a present economic resource and recognised as an asset. When sold, it 
becomes expense (cost of sales) due to decrease in assets resulting in decrease in equity. | i 
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(а) Physical Capital (b) Financial Capital , 
Maintenance Maintenance 
(i) Historical (ii) Constant 
for the year cost purchasing 
pf accounting power accounting 
Rs. Rs. Rs. 

n. 1,400 1,400 1,400 
wis es : . (1,000) (1,000) (1,000) 
Capion adjustment 
P sic 1100-1, 00) (100) е - 

| рий (1,000 х 7%) : 5 = 
y . 300 400 330 
К 4 sheet as at 31 December Year 1 
rt bank noa | 1.400 1.400 1,400 
ше capital (1,000 + 100) (1,000 + 70) 1,100* 1,000 1,070% 
—— 300 . 400 . 330 

1,400 1,400 1,400 
tutorial note 


share capital at the year end is restated under the physical capital maintenance concept for an increase in 


| gecifc price changes and under Constant Purchasing Power accounting for general price changes. This is 


ii olher side of the entry to the inflation adjustments in the statement of profit or loss 


Answer-8 

— 5 А - 

a False. In case of conflict between requirements of conceptual framework .and IFRS, the 
requirements of IFRS shall prevail being an established principle that specific law requirements 
prevail over general law requirements 

& True. Conceptual framework provides foundation for the IFRSs 

C False. HR related cost can never be capitalized as it does not meet the definition criteria of asset 
“controlled by the entity” | 

D. False. Internally generated goodwill can never be recognized as it does not meet one of the basic 
recognition criteria i.e. “The item should have a cost or value that can be measured reliably" 

E True, because of matching principle 

F False. For any item to be recognized as an asset, it must be probable that an item. shall provide 
future economic benefits to the entity. - | 

G False. In current cost method assets are measured at the amount that would be paid to purchase 
the same or a similar asset currently 


Ату 
Мине 


| — Advance from customer amounting to Rs.50,000 — Liability 
Accounts receivable amounting to Rs.30,000- Income 
Reversal of bad debts amounting to Rs.30,000-Income 
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ICAP MULTIPLE CHOICE QUESTIONS (MCQs 


are referred to in the Board's Conceptual Framework) 


CHAPTER-10 


Q.1 Which of the following measurement bases 5 
(а) Current Cost, Residual Value, Fair Value, Present 


(b) Current Cost. Historical Cost, Fair Value, Present Value 
Current Cost, Fair Value, Present Value, Future Value 


alue 


(c) 
(d) Fair Value, Present Value, Future value, Residual Value 

Q.2 Financial capital maintenance (money terms).is also referred to as: | 
(а) Historical cost accounting (b) Current cost accounting 
(c) Constant purchasing power accounting (d) Fair value accounting 


Which of the following concepts measures profit in terms of an increase in the productiye 
capacity of an entity? 


(a) Physical capital maintenance - (b) Historical cost accounting 

(c) Financial capital maintenance (d) Going concern concépt 

Which of the following statements is true about historical cost accounts in times of rising prices? 
(a) Profits will be'overstated, and assets will be understated ; 
(b) Asset values will be overstated 

(c) Unrecognised gains will be recorded incorrectly 

(d) Depreciation will be overstated 


Which of the following criteria need to be satisfied in order for an element to be recognised 
within the financial statements? . 

(i) It meets the definition of an element of the financial statements. 

(ii) It is probable that future economic benefits will flow to or from the entity. 

(iii) It is certain that future economic benefits will flow to or from the entity. 

(iv) The item has a cost or value. 

(v) The item has a cost or value that can be reliably measured. 

(a) (i), (ii) and (у). %) (i), (iii) and (v) 

(c) (i), (ii) and (iv) (d) (i), (iii) and (iv) 

Which of the following is NOT a purpose of the International Accounting Standards Board's 


Conceptual Framework? 
(a) To assist the Board in the preparation and review of IFRS Standards. 
(b) To assist auditors in forming an opinion on whether financial statements comply with 


IFRS Standards. 

(c) To assist in determining the treatment of items not covered by an existing IFRS 
Standards. : ` i | 

(4) То be authoritative where a specific IFRS Standard conflicts with the Conceptual - 
Framework. i à 
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Qs 


0 


010 


бш 


02 


Q13 


014 


which of the following criticisms does NOT a 
period of rising prices? 


(a) 
(b) 
(c) 
(4) 


of the following items should ђе, гесо 


hh i | 
staff are still employed by the entity," Усу expensive to train. Some of these 


1 Р ру 1 1с ative contract Signed during the year which 
: IS due to commence shor tly 


A government grant relating to the purchase of an j 
has a remaining life of four years, 


A receivable from a customer which has 
finance company has full recourse to the 


tem of plant several years ago which 


been sold (factored) to a finance company. The 
entity for any losses, 


pply to historical cost financial statements during a 


They contain mixed values, some items are at Current values, some at out-of-date values 
They аге difficult to verify as transactions could have happened many years ago 


They understate assets and overstate profit 
They overstate gearing in the statement of financial position 


Financial capital maintenance (real terms) is also referred to as: 


(a) 
(c) 
Physica 
(a) 
(c) 


Historical cost accounting (b) 
Constant purchasing power accounting (d) 
l capital maintenance is also referred to as: 

Historical cost accounting (b) 


Current cost accounting 
Fair value accounting 


Current cost accounting 


Constant purchasing power accounting (d) Fair value accounting 


In which of the following, no adjustment for inflation is considered? 


(a)* 
(b) 
(c) 
(d) 


Financial capital maintenance (money terms) 
Financial capital maintenance (real terms) 
Physical capital maintenance 

Fair value accounting 


In which of the following, inflation adjustment is made on general rate of inflation? 


(a) 
(b) 
(c) 
(d) 


Financial capital maintenance (money terms) 
Financial capital maintenance (real terms) 
Physical capital maintenance 

Fair value accounting 


In which of the following, inflation adjustment is made on specific rate.of inflation? 


(a) 
(b) 
(c) 
(d) 


Financial capital maintenance (money terms) 
Financial capital maintenance (real terms) 
Physical capital maintenance 

Fair value accounting 


Financial capital maintenance is likely to be most relevant to: 


(a) 
(b 
(c) 
(d) 
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Investors 

Management and employees 

Neither (a) nor (b) 

Capital maintenance is always irrelevant to decision making 
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Q.15 Physical capital maintenance is likely to be most relevant to: 
(a) Investors 
(b) Management and employees 
(c) Neither (a) nor (b) . 
aking 


ance is always irrelevant to decision m 


d Capital mainten SE 
(d) p ar 2019 based on historical cost accounting 


9.16 Ап entity made a profit of Rs. 350,000 for the ye 
principles. It had opening capital of Rs. 1,000,000. DM : 
Specific price indices increase during the year by 20% and general price indices by 5%, | 
How much profit should be recorded for 2019 under money financial capital maintenance 


concept? 
Rs. 
Q.17 Ап entity made a profit of Rs. 350,000 for the year 2019 b 
principles. It had opening capital of Rs. 1,000,000. 
Specific price indices increase during the year by 2076 and general price indices by 5%. 
How much profit should be recorded for 2019 under real financial capital maintenance concept? 


Rs. 

Q.18 An entity made a profit of Rs. 350,000 for the year 2019 based on historical cost 
principles. It had opening capital of Rs. 1,000,000. 
Specific price indices increase during the year by 20% and general price indices by 5%. 
How much profit should be recorded for 2019 under physical capital maintenance concept? 


Rs. s 

Q.19 An entity acquired an item of plant on 1 October 2012 at a cost of Rs.500,000. It is being 
depreciated over five years, using straight-line depreciation and an estimated residual value of 
1096 of its historical cost or current cost as appropriate. As at 30 September 2014, the 
manufacturer of the plant still makes the same item of plant and its current price is Rs.600,000. 
What is the correct carrying amount to be shown in the statement of financial position as at 30 
September 2014 under historical cost accounting? 
Rs. 

Q.20 Ап entity acquired an item of plant on 1 October 2012 at a cost of Rs.500,000. It is being 
depreciated over five years, using straight-line depreciation and an estimated residual value of 
10% of its historical cost or current cost as appropriate. As at 30 September 2014, the 
manufacturer of the plant still makes the same item of plant and its current price is Rs.600,000. 
What is the correct carrying amount to be shown in the statement of financial position as at 30 
September 2014 under current cost accounting? 


Rs. 

0.21 An entity made a profit of Rs. 480,000 for the year 2018 based on historical cost accounting 
principles. It had opening capital of Rs. 1,100,000. During 2018, specific price indices increased 
by 1596 while general price indices increased by 1296. How much profit should be recorded for 
2018 under real financial capital maintenance concept? 


ased on historical cost accounting 


accounting 


(a) Rs. 480,000 8 (b) Rs. 315,000 
(c)  , Rs. 348,000 | (9) Rs. 645,000 
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ORK FOR FINANCIAL REPORTING 


miho sing prices? atements based on historical cost in 
genes 0 и fits will be overstated and assets will be underst 


ated 
1 be overstated 


Assets wil 
( profits as well as assets will be understated 
(c рер reciation will be overstated 


e 985 Framework identifies qualitative characteristics 
he l | ! = 
i Relevance (i) ^ Comparability 
E verifiability | (iv) ^ Understandability 
Faithful representation. 
which of the above are not listed as enhancing characteristics? 
а 0M and (У) (b) (ii), (iii) and (iv) 
o ®© and (iii) s (d (i) and (v) 


пе IASB’s Conceptual Framework for Financial Reporting identifies qualitative characteristics 
of financial statements. | 

Which TWO of the following characteristics are NOT fundamental qualitative characteristics 
according to the IASB's The Conceptual Framework for Financial Reporting? 

(a) Relevance (b) Reliability 

0 Faithful representation (d) Comparability 

An entity made a profit of Rs.480,000 for the year 2018 based on historical cost accounting 
principles. It had opening capital of Rs.1,100,000. During 2018, specific price indices increased 


by 15% while general price indices increased by 12%. How much profit should be recorded for 
2018 under real financial capital maintenance concept? 


(a) Rs.480,000 . ` (b) Rs.315,000 

() 5.348,000 _ (d) Rs.645,000 (01) 
[Autumn-2019] 

Which of the following statements is correct about financial statements based on historical cost in 

times of rising prices? . 

(à Profits will be overstated and assets will be understated 

( ^ Assets will be overstated 

() ^ Profits as well as assets will be understated . 

(4) ^ Depreciation will be overstated (01) 
[Autumn-2020] 


Which of the following is NOT a measurement base fot assets as referred in the Conceptual 
Framework? 


(à Value in use (b) Fulfilment value 

() ^ Current cost | (d) | Fair value (01) 
[Spring-2021] 

An entity made a profit of Rs. 550,000 for the year 2020 based on historical cost accounting 

Principles, It had opening capital of Rs: 1,500,000. During 2020, specific prices indices increased 

by 15% while general price indices increased by 10%. How much profit should be recorded for 


20 under physical capital maintenance concept? 
@ 5.325.000 (b) Rs. 400,000 


© Rs. 467,500 (d) В. 495,000 (01) 
[Spring-2021] 
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CHAPTER-10 CONCEPTUAL FRAMEWORK FOR FINANCIAL REPORT, 
ICAP MULTIPLE CHOICE QUESTIONS (MCQs) SOLUTION, 
A. (by 
2 | | | 
мо ара ere e RUN 
A4 (a) In times of rising prices, asset values will be understated, as historical cost Will n 


н " 
true representation of the asset values. Additionally, the e e cost Of reple! 
items will not be incorporated, meaning that profits are overs | 


А5 (a) There only has to be probable flow of economic benefits, rather than a certain flow, 4 к, 
the tost or value must be capable of reliable measurement, ог no amount Can be put ito 
the financial statements. 


А6 (9) Where there is conflict between the conceptual framework and an IFRS Standard, the 
IFRS Standard will prevail. An example of this is IAS: 20 Government grants, Where 
deferred grant income is held as a liability, despite not satisfying the definition ofa 

. liability, . s 

A.7 . (d) As the receivable is ‘sold’ with recourse it.must remain as an asset on the Statement of 

` financial position and is not derecognised. 


А8 (b) Historical cost is the easiest to verify as the cost can be proved back to the original 


transaction. Fair value is often more difficult to verify as it may involve elements of 
estimation. 


A.9 (c) 
АЛО (b) 
АЛТ (а) 
А12 (b) 
A.13 (с) 
A.14 - (а) 
А15 (b) 


A.16. Rs.350,000. | 
Money financial capital 
. adjustment is required. . 
АЛ7  Rs.300,000. 


7 Rs.350,000 — (1,000,000 x 594) — Rs.300,000 
A.18  Rs.150,000. 


Rs.350,000 — (1,000,000 x 2094) - Rs.150,000 
А.19  Rs.320,000 


Historical cost annual depreciation = Rs.90,000 [(500,000 х 90%)/5 years)]. After two 
years carrying amount would be Rs.320,000 = [(500,000 — (2 х 90,000)]. 
А.20  Rs.384,000 : j 


maintenance looks at the actual physical cash. No inflation 


Current cost annual depreciation — Rs.108,000 


s 600,000 x 909 ‚ After tW? 
years carrying amount would be Rs.384,000 = A д 


00,000 – (2 x 108,000)]. 
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Rs. 348,000 

yl 3 Profits will be overstated and assets will ђе understated 

; d faith i ми 

| 0 Relevance and fai ful representation are fundamental N: 

^ ا‎ Domim cannot be useful Characteristics, Without these 

isi learn that tt | 
& (d) It is important to | at the two fu А 
А " e xps ndamental Characteristics are relevance and 
; 9 Rs. 348,000 (480,000 — 1,100,000 x 1296) 

а Option 4: Profits will be overstated and as, ets Will be understated 

" 0 Fulfilment value | 

# A Rs. 325,000 

M 

| ~ 

| 
| 
| 
| 
| 
| 
| 

1% 


Scanned with CamScanner 


Scanned with CamScanner 


Interpretation of Financial 
Statements 


INTERPRETATION OF FINANCIAL STATEMENTS WITH FINANCIAL RATIOS 


FINANCIAL STATEMENTS ANALYSIS 


LIMITATIONS OF RATIO ANALYSIS 
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INTERPRETATION OF FINANCIAL STATEMENT. 


PRACTICE SET QUESTIONS 


CHAPTER-11 


uestion- 1: Busin ¢ 1-3-20] 
Goods purchase and payment made on cash . 3 1-3-20] 
Goods sold on credit on ML 18-4-2016 


Cash received from customers on 
Required: 
Calcuiate business cycle, 


Question. 2 | . 1-1-2008 


Goods purchased on 15-1-209 

Payment for goods is made on | 31-1.20 : 

Goods are sold on credit on ` р 8-2 2 

Cash is received from customers on | ` би 
Required: 


Calculate business cycle. 


Question- 3 a ч ` 
Limited (501): 


~ 


The following information pertains to Shale Distributors TM 

. Rs. in million 
Sales ` 5 ~ 300 
Purchases : 140 
: Cost of goods sold ' | à 150 
` Trade receivables | | ` "d 
Trade payables E 


Inventories : 
All the purchases and sales are on credit. 
Required: 

Calculate the cash operatin, 
(Assume a 360-day year) 


Question- 4 | 
ation about Company В: 


You are given the following inform 


2 cycle of SDL and explain briefly its significance. 


As on 31 December 31-12-2015 | 
| Rs.000 
Total assets Р 7,400 
Share capital : 1,700 
Reserves - : 2.900 
. 4,600 
Long-term liabilities (Bank loans) 2.000 
Current liabilities 5 800 
| 7,400 


730 i | 
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1 ^J 
NTERPRETATION OF FINANCIAL STATEMENTS 


re the extracts from profit and loss for year ended December 31. 2015: 


wi 
н aet interest and taxation Rs. pes 
и ne tex 530 
| (130) 
Di er taxation 400 
pl 
N A je the gearing ratio at 31 December 2015. 
۳ 


Dm of the following transactions on working capit 
У“ No effect with justification 


al by placing a check mark if there is 
Increase with justification | 


h 
' 
' 
' 


| 

| 

| 

| 

| Decrease with justification 

| 1. Purchase of raw material of Rs. 50,000 

| 2. Sale of finished goods of Rs. 65,400 

| 3 Depreciation for the year Rs. 70,000 

| 4. Operating expenses paid of Rs. 90,000 

| ur Purchased equipment of Rs. 120,000 on account 

| 6. Paid cash Rs. 150,000 on account of payable 7. 

| 7. Received Rs. 20,000 on account of receivables 

| 8. Declared & paid a cash dividend of Rs. 40,000 

\ 9, Issued Rs. 100,000 capital for cash. 

| 10. Borrowed Rs. 200,000 on short term loan. 

| 

| Question- 6 

| xomsis a small business with limited liability. Its summarized financial results are given below: 

| Acoms 

| Statement of comprehensive Income 

| for the year ended 31 May 2007 

| ) Rs.000 
Revenue 375 
Cost of sales x ` (280) 
Gross profit | 95 
Distribution & administrative expenses EN. R 
Pefit from operations 50 
finance costs Я . (5) 
Pofit before tax 45 
“come tax expense | (15) 
Мо after Tax : · 30 

| 
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CHAPTER-11 INTERPRETATION OF FINANCIAL STATEMp 


те 
Acoms 
Statement of financial position 
as at 31 May 2007 
Rs.000 R 

Assets li 
Non-current assets 4l 
Current assets | | 
Inventory M 
Trade receivables r 
Cash and bank 3 133 
Total assets ` | ~. 

= 


Equity and liabilities 
Capital and reserves 
Rs.1 Ordinary shares 3) 
Retained carnings | у 


Current liabilities ` 

Trade payables | , . 88 

Tasation г 15 103 

Non-current liabilities : s 

1096 Loan notes . | : 3 
. . surat BE 

Total equity and liabilities 58 


Additional Information: 
The following are ratios for Acoms for the year to 31 May 2006 and the industry average ratios for 2007. 


Acoms Industry Average 

Ratio Ы 2006 2007 
Gross profit percentage (%) 34.7 30.0 
Operating profit percentage (%) . 17.7 20.0 
Current ratio 1.5 15 
Acid test (Quick) ratio | p 1.1 1.0 
Receivables collection period (days) - 16.0 | 20.0 
Required: 
a) Calculate the following ratios for Acoms for the year, ended 31 May 2007. State clearly the 

formula used for each ratio. 

(i) Gross profit percentage. _ 


(ii) ^ Operating profit percentage 
(iii) Current ratio 
(iv) Acid test (Quick) ratio 
(v) Receivables Collection period 
b) Use the information given and the ratios you calculated in part (a) to — on the 


performance of Acoms. 


| Е тол. а і 


732 
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INTERP 


en is the information of a listed company 
“ыш Balance Sheet 


| | , 
|| P eo at W D.V. 
IE" Da 


| RM. ents 

| nene 
p Assets 

on 

axi 

жй pebtors 

qv. 


Qe" 
t J Bank Balance 
re ~ 


Assets 


| та! mea 
| ни) and Liabilities 


Са ital н Р 
| Sprite Profit (Retained Earnings) 
| UST 


| ung Term Loans 


Current Liabilities 

acounts Payable 

sundry Creditors 

accrued and other liabilities 


Profit and Loss Account 


| Sales 

Cost of Sales 

Gross Profit 

Administrative Expenses 
Selling Expenses 

Profit before tax 

Taxation 

Profit after tax 


Required: 
) Calculate: 

|G) vid Test Ratio 

| (ii) Debtors Turnover Ratio 

| (i) ^ Inventory Turnover Ratio . 
| (V) ^ Assets Turnover Ratio 


RET ка 
ATION OF FINANCIAL STATEMENTS 


Convert the income statement figures into percentages on the basis of sales. 


Rs. 
1.150.000 
* 300.000 


310.000. 
350.000 
100,000 
40,000 
800.000 


2.250.000 


700.000 
250,000 


950.000 


725,000 


125,000 
250,000 
200,000 
575,000 


2,250,000 


1,675,000. 
(1.000.000) 
675.000 
(250.000) 
(225.000) 
200,000 


(50.000) 
150.000 


аан пара поима 
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;RPRETATION OF FINANCIAL STA 
CHAPTER-11 INTER TEMEN, 


Question-8 cr 
ncomce statem tlie years end c 
. Wasce 

Rs. ‘000° nal 

А Rs, Чу 

Revenu e n 500 

VERE T 
(8, ) 

Cost of sales А m (20% 
Gross profit (600) 907; 
Admin expenses | | (400) "(0 
Selling expense du — (200) 
Profit before tax and int.(Operating profit) | ( 800 8.075 
Finance costs | . — M (609 
Profit before tax | (0 7475 
Taxation a 0 0 600 
| Profit for the year : | ae اگ‎ 


Statements of financial position at 31 December 2013 
Waseem Junaid 


Rs. ‘000’ Rs, ‘000 


Assets 
Non-current assets 
Property, Plant and equipment - 10,000 8,000 
Current assets ` — 6.000 ^ 8,50) 
16,000 16,500 
Я —— ال‎ 


Total assets . 
Equity and liabilities 

Equity. 

Equity! shares of Rs. 1 each 

Share premium 

Retained eamings 


Irredeemable preference share ` 
; 13,000 13,800 
Non-current liabilities 
40% Redeemable preference share | . 2.000 1,500 
Current liabilities 1,000 . 1.200 
| . 16,000 16,500 


Total equity and liabilities 


Irredeemable preference dividend is declared by Waseem and Junaid company Rs.500,000 and 


Rs.800.000 respectively. 
Calculate the following ratios: 


l. Return on capital employed 
2; Return on assets 
3: Return on ordinary equity 


734 | 


d 
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INTERP 
ni gel RETATION OF FINANCIAL STATEMENTS 
D 


pg. the data related to Yee Co. 
Konig? 


Rs. 
“ "m decreased compared to opening Stock — 
i? 5. 
s, poft rote 33% 
rr томе" 2 
eM ymover 3 times 
у Turnover 3 times 
velit 5 times 
d: ч. 
„и the following: 
0 Sales 
' — Cost of sales 
' — Trade debtors 
' Trade creditors 


Stock in hand 


ion. 10 
ый Limited (SL) is planning to acquire 100% sharcholdings in Waris Limited (WL) Before 
mision of financial proposal. SL. is carrying out an analysis of WL's financial amd operating 
„токе The CFO of SL has gathered the following information which 15 hased on the боси 
nents for the усаг ended December 31, 2008 


Description | Wes | — Industry Ration | 
| Ratis | High | Low | Average 


-————— 
| Qurating Performance Ratios | | 


| oss profit 
terang profit 
| Кит en shareholders equity | | 
ت‎ бе 
| Working С apital Ratios | | 
| ——— | ——— — — HÜ 
| __ Current ratio | 151 2:1 tt | hi 
| ———— M ——À— — — -.— ——— o G - a هم‎ 
Inventory turnover da Ri dave 114 davs | Bldps | Gt cays 
еъ ea |. NN "WE LL. ЖЕНЕ... МА | } 
Receivables collection | vidas 95 dave 
Tn th cD EL CL ЖИР Ж... : ЖА Ж... , ЖЖ ШЕН... 


Merest Cover 
n —— —M | 


ШИТ 


n TO. а = | 
А a report to the board of directors, on behalf of the CFO, analysing the financial performance of 
7 : 

i Limited by evaluating cach category of ratios i comparison with the industry (Do not write your 
rany identification in the report) 
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CHAPTER-11 IN 


uestion- 11 
Regan Products Ple. is a company which | 
would like to acquire a suitable company ? r 
product range. It has identified two possible priv 
Manufacturing Ltd, and obtained the following draft 
each company has indicated that they would be r 
Income statements for the year ended 31 March 2013 


Revenue 

Cost of sales 
Gross profit 
Administrative expenses 
Distribution costs 
Finance costs 
Loan notes 
Overdraft 

Bank loan 

Profit before tax 
Income tax 
Profit after tax 


Statements of financial.position at 31 March 2013, 


Assets 

Non-current assets 
Freehold factory 
Plant and machinery 
Fixtures and fittings 


Current assets 
Inventories 
Trade receivables 
Bank and cash 


Total assets з 
Equity and liabilities 
Equity. ш 

Equity shares of Rs. 1 each 
Share premium 
Revaluation reserve 
Retained earnings 


736 


has liad some 


based in the 
ate limited comp 


problems with its overseas supply ¢ 
UK that manufactures certain items 
anies, Edgar Ltd and 
financial statements for each. The manage 
eceptive to à takeover. 


1,050 : 


(150) 
900 . 


Edgar 
Rs. ‘000’ 


TERPRETATION OF FINANCIAL ТАТЕМ, 
\ LS 


һай 
from it 
Oswal 


Ment of 


(2,040) 


(400) 


EE 
1000 
— 


Oswald 
Rs. ‘000’ 
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gi а INTERPRE 
gR- 


TATION or FINANCIAL STATEMENTS 
( 
| iabilities 
t liabilit 
لي‎ 
у 
Тш 
| m notes 
joan notes 
| at liabilities 
ет ~ = 
P" M | к 
| p 4300 — — 5,300 
equity and liabilities | | —- 
(qu У, 


у: Both companies operate from simil 
Oswald Manufacturing Ltd, rents i 
premises. 

The original cost of the 


14,400 14,800 
ne © 
ar premises, Ed 


| Баг Ltd owns the freehold of its factory, and 
15 premises, Ed 


Баг Ltd adopts the revaluation method for its 


plant and machine in each company was: 


| Oswald Manufacturing Ltd | олана о 
| Tire were no significant disposals of non-current assets during the y 
|» Тһесотрапіеѕ paid the following dividends during the year; 


Rs.5.800,000 


Rs.18,700,000 
ear by either company 


Rs. 250,000 


| Oswald Manufacturing Ltd 
| Required: 


Rs. 700,000 
| Calculate following ratios for both companies: 
| Working capital 


| 

у Current ratio А 

J Liquid ratio (Quick Assets ratio) - 

1 Inventory turnover 

$ Inventory holding period 

& Debtor turnover 

| — Trade receivables' collec 

l Creditor turnover 

1 — Trade payables' payment period 
Business/Cash cycle 

- Asset turnover 


0, 
| 
7 Gross profit percentage 
4, 
5 
6 


tion period 


Operating profit margin 
Expense ratio 

Net Profit after Tax 

" Net Profit before Tax 

| it €turn on assets/investments 


B Return on capital employed 
| y Return on equity 


Debt egui i 
|м. You td ratio 


Should use closing balances rather than averages for computing the ratios. 


| 
| Š 
| 7 - 
i S U 
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| :RPRETATION OF FINANCIAL STA 
CHAPTER-11 INTERPR TEMEN, 


Question-12 


Я н " a passenger railway sery; 

Highway Co is а railway company. Highway &Co operates а Р ро, Pallway service ang, 
responsible for tire operation of services and the maintenance є аР sroviding A ор and o " 
facilities such as stations. In recent years it has been secius Me ha nn 10 the 
travelling public in terms of punctuality. safety and the standard of faci : Passengers, jy the 

= А 2 {Шоп in new carriages, station facilities | 
last year Highway Co has invested over $20 million NIME прав чај“ financi and trag 
maintenance programmes in an attempt to counter these criticisms. ariz ncial result for 


Highway Co for tire last two years are given below. 
SUMMARISED INCOME STATEMENT FOR THE YEAR ENDED 31 DECEMBER 


Rs. in (m) Rs. in 
- 180.0 ig 
ales re C € 0 
ees venue | | | igo 
arnings before interest and tax 16.5 
Interest H (4) 
- 3; 

а available to ordinary shareholders EN 3 04 ew. 
Ty — M 


SUMMARISED STATEMENT OF FINANCIAL POSITION AS AT 31 DECEMBER 


20X3 20X4 
| Rs. in (m) Rs. in (m) 
Non-current assets (net) 100.4 7 1205 
Current assets 
Inventory . 53 5.9 
Receivables 2.1 24 
Cash А : | 6.2 3.6 
| и 13.6 119 

_ 114 1324 
Ordinary share capital ($1 shares) . 25.0 25.0 
Reserves N 45.6 482 
Amounts payable after more than one year | 
8% Debenture 20X9 15.0 . ~ 150 
Bank loan 20.0 350 
Payables due within one year . : 8.4 ^92 

114.0 p. 1324 
Required . . . 
(a) Calculate the following ratios for Highway Co for 20X3 and 20X4, clearly showing your workings 
(i) Return on capital employed (also known as return on investment) based upon closing сарі 
employed 


(ii) Operating profit ratio 
(iii) ^ Assetturnover 
(iv) Current ratio 


(b) Briefly comment on the financial performance of Highway Co in 20X3 and 20X4 as revealed by 
above ratios and suggest causes for any changes, 


"E ———" ——————À— E ERRARE E icc pna 
"pe 


» 


> 
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jon-13 a i: 
ye ics and fits car tyres, exhaust Pipe 
ul ` 
| st 


| Pie. 


i 
oul 
rough 


S and other co 


mponents, 
ales are for c 


the country. Roughly 60 per cent of & ash (ret 
the : 


to car hire companies and large 

; tend to be more profitable than retail 

es sales Н iderable competition, Branch man 
w ак over terms of trade 


The company has branches 
ail sales), The remainder are credit 

of company cars (business sales). 
and the Company is Keen to expand in this area. There 
ACTS are responsible for obtaining business customers 
and discounts, 


pus 2 
awe 
is, be в 
ad have some 
3 


"s computerized accounting Sy 
company s comp 


Stem has recently 
fthe Eastown branch for the six mo 

rer 0 ~ 
manas 


produced the following report for the 
nths ended 30% 


September, 20X4: 
Eastown Average for 
Branch all branches 
22% 16% 
jum on capital employed 2. ів; 
sm 9% 6% 
e and promotion costs/sales эн % 
со пе. 
Па i 52 days 
MES и period (based on credit sales only) к un ow 
rs tu 
resin period | | 
i i ' | пећ арреа 
branch manager has only recently been appointed and is unsure whether his bra 
town à 
s ueni He has asked for your advice. 
ме 


ге required to compare the performance of the Eastow 
You а 


n branch with the average for all branches. 
Suggest reasons for the differences you identify. 


a) 


s к 
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NTERPRETATION OF FINANCIAL STATEMENT, 
CHAPTER-11 5322 ` 


PRACTICE SET SOLUTIONS 


Answer- 1 31 days 
Inventory turnover period 18 day, 
Debtor turnover period 


Creditor turnover period 


Business cycle iam. 
_ Answer- 2 


А 314 
Inventory turnover period 8 den 
Debtor turnover period · 15 фо, 
Creditor turnover period 24 da 
Business cycle à ' == = 
Ánswer- 3 ivi i ү 
Cash ® = Inventory turnover ratio period + Trade receivable turnover period — Trade 
Cycle payable turnover period 
= 72(W-1) + 60(W-2) – SA(W-3) 
= 78 days 


Workings Notes 
i Inventories x 360 
Аш эш Ы Cost of Goods Sold 
| 30 x360 

150 

‘= 72 days 
(W-2) 
Trade receivables х 360 
Credit Sales 

50 x 360 

300 . 
= 60 Days 


Trade receivables turnover period | = 


(W-3) 


А = Trade Payable x 360 
Trade payable turnover period ' Credit Purchases 


= -21 x360 
140 


= 54 days 
Significance 


It shows the time between payment of materials & Tecovery from debtors, The organization requires 
financing for this period. р 
Answer-4 | 
a) . à 
i) Gearing = 2,000 x 100 = 43.48% 
4,600 
Or: \ й 
ii) Gearing = 2.000 х 100 = 30.30% 
(4,600 + 2,000) 
(The company is low-geared.) 


Nn, 
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Т2 Ц TERPRETATION OF 
FINANCIAL STATEMENTS. 


5 
ا‎ x ћ 

al оп Working Capital 

E No effect: А 

. purchase of raw material would either d 
1 H e 

will increase the stock in trade, so HE cash or increase liability. On the other hand. i 

en . other hand, it 


Increase: © effect on working capital. 


1 cali ishe 
e of finished goods would ei i 
Sale Od Т i uld either increase cash or i 
stock in trade will decrease with the cost Sh or increase debtors with sale price, whereas 


insi Ў price, so worki i 
amount of profit in such sale. orking capital wall increase only with the 
" No effect: " 
ч s one effect would be i i 
AS pps ST the income statement and the othe i 
n Decrease: r would be in fixed assets. 


By making payment of o i а ре 
y та perating expenses, cash would decrease and on the other hand e: 5 
a xpense: 


in income statement would i 8 
eisat would increase. Hence, a decrease i i i 
accrued have been paid. then no effect. dE Mid ni E ra I 


Decrease: 
A long-term asset would be debited 
> a i wher: iabili 

"decrease in working capital. саз a current liability would be created for it. So 
6 No effect: " 

After the payment of a current liabilit 

{ ош i " 

A remain thesare; y out of a current asset (cash) the amount of working capital 
1. No effect: 

As it is conversion of a current asset (debtor) i 

ог) into 

à реген ) another current asset (Cash). 

шу 5 paeem declared during the same period, the amount of cash would decrease 

Rex. current liabilities would remain unchanged. Hence a decrease in the amount of working 
9. Increase: Ú 

Cash (a current asset) will increase by the issue of shares: Hence, increase in the amount of 

working capital. 
10. No change: 
A current asset (cash) would increase as well as current liability (short term loan) would also 
increase. Hence, no in working capital. 


~ 


Answer- 6 
Acoms 
| а Gross profit 95 
i) Gros gross pria 233. 22539 
(i) Gross profit percentage E 100 a7 "1007 2* 3*6 
ii Я x Net profit from operations 50 = " 
(ii) Operating profit percentage Hep uet n 100 ix 10071 3% 
i 3 
(iii : Current assets 133.1541 

D Curentretio Ы Current liabilities 103 
i " ^ Current assets — inventory 133-96 . ч 
у ick i = = 1 
(iv) Acid test (Quick) ratio Current liabilities 103 

n А 8 Trade receivables aS. = 
(v) Receivables collection period IM 365 === * 365 =33days 
ME 
741 ё 
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(b) Comments on the performance of Acoms 
Gross-Profit 
Gross profit percentage has reduced from S 
increased competition in the market and that | 
the cost of purchases may have increased sign б 
because this ratio is now below the industry average 
Operating Profit . — EE 
пе net profit percentage has also deteriorated as iem sed de Ape d ifthe debui the 
industry average. This suggests that the cont of costs needs У is to 


remain competitive. 
previous year and also below industry average 


Current Ratio à; Б 

The current ratio has deteriorated slightly on the бе 
i 3 ۷ 

The business has sufficient current assets to cover ‘its current liabilities. However, th. 

avily weighted with inventory. The company may have 


composition of the current assets is he : у : 3 ay h 
problems converting inventory to cash if it is required quickly (as inventories not ош erting int» 


us year by 27%. This might indica, 
have been discounted. Alternativ. 
e situation is particularly Worrying 


с previo 
Hing prices 
ficantly. Th 
by 15.7%. 


cash quickly), 

Acid Test Ratio А Е а елы 
The acid test ratio gives а better indication of liquidity than the current ratio. This ratio is 0.351 
and has fallen significantly below the industry average. This ratio suggests the company may be 
experiencing some liquidity problems. The current, inventory levels might also indicate the 
business is having some trading problems. (as inventory is not converting into cash quickly). 
Receivables collection period | 

The receivables collection period has more than doubled since the previous year and is 13 days 
longer than the industry average. The business may be giving customers, more credit in order to 
sell moreinventory. Alternatively the receivables collection procedures may need to be tightened 


up. which would help to improve the business liquidity situation. 


\nswer- 7 
Listed Company 


(а) 
А А Current Asset = Inventories 
a Acid Test Ratio = ament ved Dxentores 
Current Liabilities 
800,000 - 310,000 
$75,000 
= 0.85 times 
an Debtors Turnover Ratio . -Credit Sales 
Average Debtors 
= 1675000 
350.000 
= 4.79 times 
(i) — Inventory Turnover Ratio Соз of Sales __ 
Average Inventory 
1,000,000 
310.000 


3.23 times 


(iv) — Asset Turnover Ratio =. 5 Net Sales 
Capital Employed 
1,675,000 


950.000 + 725,000 
| umes 


E ~ -= — À— 
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income Statement as a percentage of sale 
n 


(0) 
Percentage 
a) 
i^ ae m 100.00 
: 59.70) 
= p i Ct 30 
. Operating Expenses | А 
и“ Administrative Expenses 
Selling Expenses Р 5 | 
| (28.36) 
^ Е i 11.94 
. Taxatior 
м! | — 99) _ 
profit after Tax 0 
= : Rs. in ‘000’ 


Junaid 


Profit before interest & tax 


on capital : x 100 6,200 8,075 
vmm Avg.capital employed (13,0004-2000) x 100 (1380041500) x 100 
= 41.3394 = 52,78% 


Profit before int.and tax | 
Average total assets 00 


Return on 
Investment 


6,200 
——x 
16,000 100 


= 38.75% 


8,075 
х 100 
16,500 


= 48,94% 


РАТ - irredeemable Preference Div. 


4,700-500 6,875-800 
Return on Equity Avg Ordinary Equity x 100 11000 * 100 10900 х 100 
(Answer is in 96) = 38.18% -= 55.73% 


Average ordinary equity is calculated as below: 
Waseem = 6,000 + 1,000 + 4,000 = 11,000 
Junaid = 7,000 + 900 + 3,000 = 10,900 


Answer- 9 Р 
Үее Сотрапу 
Sales (W-1) 106,060,606 
Cost of Sales (W-2) 5 71,060,606 
Trade Debtors (W-3) | ` 35,353,535 
Stock in Hand ` (W-7) ` 23,649,369 
Trade in Creditors (М-5). 14,197,121 
WORKINGS 
W1) 
Gross Profit Ratio = Gross Profit x 100 
Sales 
_ 35,000,000 x 100 
33% = Sales 
100 
Sales = 35,000,000 = за х 
= 106,060,606 
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(W-2) | 
Sales — Gross profit 
106,060,606 — 35,000,000 
71,060,606 


Cost of Sales 


Wow | 


(W-3) 


. Credit Sales 
а Trade Debtors 
3 ` - . 106,060,606 

Trade Debtors 
Trade Debtors - d m 


= 35,353,535 approx 


(W-4) 


Stock Turnover = Cost of Sales 


Average Stock 
3 _ _71,060,606 (W-2) 
< Average Stock · 
Average Stock = а тен 
= 23,686,869 
(W-5) 
; = Credit Purchases 
Creditors Turnover = * "Trade Creditors 
5 - = 10,985,606(W-6) 
Trade Creditors . 
Trade Creditors = TM 
=; 14,197,121 
(W-6) 
Inventory A/c 
b/d 23,724,369 | COS | 71,060,606 
Purchases ` `70,985,606 | c/d (W-7) . à 23,649,369 


(W-7) 
From W-4 we concluded that 


Opening Stock + Closing Stock = 23,686,869 ' | 
2 


Let the opening stock be X then closing stock will be X — 75,000 ' 
К X +X - 75,000 = 23,686,869 


2 . 
2X -75,000 = 23,686,869 x 2 

ы 2Х – 75,000 = 47,373,738 
2X = 47,373,738 + 75,000 

= 47,448,738 

X = Opening Stock = 23,724,369 
Closing Stock = 23,724,369 — 75,000 

= 23,649,369 
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Rell INTERPRET 
d АРТЕ ATION ОР FINANCIAL STATEMENTS 


. 10 R 
ard of Directors 
Т6 prom: Chief Financial Officer 


Dal ian ; 

Subject: Financial and Operating Performance 
As requested. 1 have analyzed the financi 
with a view to evaluate the feasibility 
of ratios is as follows: 

Profitability Ratios 

The gross profit ratio is near to the hi 
compared to similar companies. It indicates that key 
its lack of control over operating expenses. The posi 
able to improve the profitability just by Controlling the operating expenses without being required 
to make significant changes in the current Operations of WL. | 5 

Return on shareholders’ equity is around the average prevailing in the industry. This ratio is 
obviously, related to operating profit and as discussed above it can be improved by exercising 
greater control over operating expenses, after take over, 

Working Capital Ratios 

WL’s working capital ratios specially the cu 
position is in line with the industry avera 
is being appropriately managed although 
The inventory turnover is among the lo 
management policies are in place. 
However, the level of receivables is amon 
situation may be as follows: 

б Poor efforts in making collections 


۰ Lack of proper credit control policies or slackness in their implementation. 

• Chances of bad debts which may not have been provided. 

We need to seek appropriate explanations and investigate the matters if possible. 

Gearing Ratios ` е 

The debt equity ratio is оп the higher side but сап be restructured after acquisition. However, the 
interest cover is only 1.3. It is among the lowest in the industry and is indicative of a high degree 
of risk as the profits are barely able to cover the interest charges. Even a slight. decline in the 
profitability of the company may have highly adverse impact on the company's bottom line. 


of Waris Limited 


25: performance of Waris Limited (WL) with the industry 
aunching a takeover bid. My analysis of cach category" 


ghest while the Operating profit is near to the lowest as 


issue Which is affecting WL's profitability is 
tive aspect of this situation is that we may be 


rrent ratio indicates that the company's liquidity 
ge. Hence, it seems that the company's working capital 
there may be some room for improvement. 

West in the industry which shows that sound inventory 


g the highest in the industry. The possible causes of the 
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Rs. i А 
Answer- 11 n ‘000 


Å 


7.300 ~ 5,300 = Rs.) а 


эзш 


5,300 ^ 138Times 


` Current Asset 


Current Ratio ые сг 
Current Liabilities 


7,300 — 3,6 


5,300 
= 0.7Times 


00 


5,000 — 2,000 


` 4300 
= 0.7 times 


(Current Assets — Inventor) 


Quick Rati 
| Current Liabilities 


15,40 | 
3,600 ^ *3Times 


Cost of Goods Sold 
Average Inventory 


Inventory turnover _ = times 


3,600 ~ 

15440 "365 

= 85 Days 
20,500 
3,700 


Inventory Holding Inventory 2,000 «365 = 78 Days 


period Cost of sales ^ 9, 330" 


Net Credit Sales 12,000 ; 
Debtor t pe = = 5times 
па Avg Trade Debtors 2,400 


Trade receivable 
credit sales 


= 5.5 Times 


Receivable Collection 
period 


9,330 
3700 = 2.52 Times 


15,440 
3,900 


Net Credit Purchases 
Avg. Trade Creditors 


Creditor turnover = times = 3.96 Times 


_ 3,900 


Avg. i 3,700 = 
Payable payment Ур, Trade creditors x 365 x365 — 145 Days| ^ 15,440 x 365 
period credit Purchase 9,330 = 92 Days 
, | Business /Cash Inv entory days + debtor days - _ и 
Sales 12,000 20,500 
Asset turnover - = 5 (7,100 + 3,000) (2,800 + 6,700) 
Capital Employed = 1.2 times = 2.2 times 


Gross Profit 
Sales 


2,670 
12,000 


:(2,670-920-490) 
ee 


5,060 
20,500 


(5,060 — 2,040 — 1,020) 


x 100 х 100 = 22.3% |- х 100 = 247% 


Operating Operating Profit 100 12,000 
profit/sales Ratio Sales % = 10.5% 


10,740 
12,000 ~ 100 = 89.5% 


(9,330 + 920 + ugs = 
10,740 


18,500 х 100 = 90.2% 
20,500 


(15,440+2,040+1.020) * 
18,500 


Expenses 
– === 0 
Net sales 


Expense ratio 
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Profit After Tax 
Net Sales 


х 100 = % 1,000 
тоо X 100 = 4.88% 


900 
12000 * 100 = 7.50% 


Profit Before Tax 
Net Sales 


1,050 
12,000 х 100 = 8.75% 


х 100 = 9 1,400 
% 50500 * 100 = 683% 


istmen | profit before int. and tax 


inv 
mon Ш 
tv Avg. total assets 


х 100 


14,800 
13.51% 


Profit before interest & tax 
Avg. capital employed 


0 
me 
(7,100 + 3,000) * 100 


LF (2800 + 6700) 
= .5% 


= 21% 


3,000 


— 9000 — . 
(2,000 + 900 + 3,000) 
= 0.51 times 


6,700 


(2,000 + 0 + 800) 
= 24 times 


_ _ Long term loan 
С (S.C + S.P + КЕ) 


| gnower-12 . 
j| Financial ratios 


| rumon capital Profit before interest and tax % 18х100 — 16.5x100 
| employed Capital employed (a)105.6 (b)123.2 


| 
| Operating profit ratio 


Profit before interest and tax " 18x100 165 100 
ale 830 185.0 
Sales 180 185 | 
mre pen === | 1.7 times | —— | 1.5 times 
Capital employed (a)105.6 (b)123.2 
| rent ratio Current assets | 13.6 11.9 2131 
| . Current liabilitiess 8.4 9.2 


|| | | | 
E 25 +45,6 + 15 + 20 = 105.6 . 
|0 25448241535 = 1232 


0 Profitability: . | 
Return оп capital employed has fallen from 20X3 to 20X4, caused by a decrease in operating 
Profit and an increase in capital employed. The fall in operating profit may have been caused 

by an increase in costs, whilst the new investment programme will have caused an increase in 


capital employed. 

Asset turnover has fallen. Sales have only increased by 2.8% between 20X3 and 20X4 so the 
new investment programme may not yet have had a significant effect upon sales. 

In the short term, the investment programme has increased assets and costs but has not yet 
influenced sales. | 


ee 2 متم‎ 
147 ee " на 
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Liquidity "s abili eet its short-term obligati 

The current ratio has deteriorated so the firm's ability © he ест soni i: from its 
short term resources has been reduced. The бранае vi dity | : me may have 
E м 1 1 А 

decreased the cash balance causing the deterioration in liq 


Answer-13 

Return on capital employed: 
The better return of the Eastow 
than the overall average. 

Gross profit: r А 
Over 15% lower than the overall average (at 38% compared with 45%), ин wes ү Eastown is Not 
being managed as well as other branches. However, this could have arisen meni e = branch 
has been competing locally and has had to cut prices and offer incentives to retain and/or expand js 
customer base. Further information will be needed. 


n branch suggests it is being well managed as it is earning 37,59 more 


Selling and promotion costs/sales: р | 8 WT 
The Eastown branch is spending 50% more on promotion. While this could be an indicator of poor 


management, it is consistent with the suggestion, made above under gross profit, that the branch may have 
been competing locally (but, of course, promotion costs do not directly impact gross profit). Further 


information will be needed. 


Wages/sales: . OA 
Eastown is spending 35.796 more on wages which is another possible indicator of poor management, 


However, it is also-consistent with an attempt to retain and/or expand its customer base through ап 
increased level of service (as a result of employing more staff). 
Further information will be needed. > 


Debtors turnover: . 
Eastown allows its customers 21% more time to settle their accounts than the average (63 days vs 


52 days) - another possible indicator of poor management. However, it is also consistent with an attempt 
to retain and/or expand its customer base through an increased level of service (by allowing longer credit 
terms). Further information will be needed. 


Stock turnover: s | 
Turning over stock virtually 25% quicker than the average (37 days vs. 49 days) suggests good 


management of this aspect of working capital. However, it may be caused by inefficient buying policies 
that are causing stock shortages and loss of customers. Further information will be needed. 


Overall: / 
The ratios indicate a higher cost and lower profit profile exists at Eastown compared with the average 


This may indicate poorer management, or may be due to the environment in which the branch is operating 
or it may, for example, be in competition with a price-cutting competitor. Control over debtors appear 
weak, but may be due to a need to compete. The only positive ratio result is the lower stock (оток! 
period. However, it could actually be an indication that mismanagement is occurring. 


~ B 


The ratios in themselves are insufficient to draw any firm conclusions regarding the quality 9 
management of the branch. However, they do indicate questions that should be asked and points d 
should be raised if an objective view on the quality of the branch's management is to be reached. 
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ICAP PAST PAPER QUESTIONS 


am o. ion pertains to Shale Distri imi 
rive information pe ributors Limited (SDL): 


Rs, in million 


| , 300 
А SC үөр 
" gods sold = 
А сабе A 
„а p ables -~ 
mt, » 9 
s pases and sales are on credit. ? 
den 1 Я 
и сиде the cash operating cycle of SDL and explain briefly its significance. (04) 
| (assume a 360-day year) 
pe scribe any two limitations of accounting ratios. (02) 


У (Ашитп 2011, 0.6) 


pIONA C . . 
ИЕ amounts have been determined from the records of Hassan Limited. 
> Description 


К 
| Cost of sales 

oft before interest and tax 
| kount receivable . 
| count payable 
| ventory 
| саћа bank/(overdraft 


| Required: ` | 

| сае liquidity ratios and working capital cycle for 2015 and 2016 and comment on the results of your 

| culation, assuming that all sales and purchases are made on credit. (10) 
(Autumn 2016, Q.7} ` 

| Question-3 

| Aland Bashir are chartered accountants and have been working as Managing Director (MD) and Chief 

| ша! Officer (CFO) in a listed company. In a recent meeting of the Board, the directors have decided 

| expand the business within six months by opening 20 retail outlets. This expansion would require 

| 'iuxing of Rs. 300 million which may be arranged through bank loan. 

| The following information has been extracted from latest draft financial statements of the company: 


| Rs. in ‘000’ 
| 45 1,700 
| Cross profit C 2 | 545 
expense , . 23 
hofit ater tax . 40 
al assets . 2,500 
tt | BEEN 
tories Р 850 
mi Teceivables . ET | 600 
be. Capita] 800 
М 152 

"B erm debt @ 994 ; : 750 · 


` 


ل 


' 
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“1 TEN 


Following additional information is also available: 


80% of the sales are on credit. 
Opening inventory was Rs. 100.000. 


перен : es. 
40% of current liabilities comprise of trade payabl 


Required: 


Compute liquidity, debt and working capit 


al ratios of the company. | 
* је. s 04 

{Spring 24 ) 

4 016, 0j 


QUESTION-4 


(a) 


(b) 


The following information has been gathered by an analyst. in respect of Dairy Foods Lini, 


(DFL) which specializes in various dairy products. 
pe [ юш [ 2015 | 2014 [ industry i 
се | 10% ве тоа 
Quick ratio 158 | 140 ا ل‎ 152— 


Current ratio aT |. 139 [ шири 


Profit margin % 


Days purchases in payables | 9 | 89 | 


In the latex: annual report to the shareholders, Directors of DFL have claimed that liguidiy 
position of the Company has improved significantly. ' 


Required: 
Critically analyze and discuss whether you agree with the claim. (0 


Extracts from latest financial statements of iwo companies are as follows: 
Extracts from statements of financial position 


— mm 


Equity and liabilities 


Other payables 12,000 8.500 | Cash and bank 18,850 49,700 
99,4801 161,806| _________ 99,480 |қ 


Extracts from statements of comprehensive income 


A — B: 
| Rs. in million 
Revenue , 161,600 - 220,150 
Cost of sales |: (135,160) (180,520) 
Gross profit 4 26,440 - 39,630 
Operating expenses (9,840) ` (13,870) 
Interest expense s s ` (720) (2,313) 
Profit before tax 5 15.880 · 23,441: 
Income tax (333) (409) 
Profit after tax ~ 15 547 23,038 
— 


Required: 


Analyze the profitability, (12) 


liquidity and working capital ratios of both the companies. | 
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А а 
| > mi PSL) commenced business i ; 
p. stee! Limited (PSL) c 55 in 2015. The following comparative data pertains 


ws en 
КУ 
¢ PSL | Industry | 


gee nti ti - > 
equity ratio _ —— 4.1060 | 30:70 20:50 
و‎ 119 | 3 L 115 |J 


«n qtio/data give possible reasons for variation from comparative and iodustey data (12) 
У (BL) is a manufacturer of sporte goods Following financial starements for thc sear ended 
y December 2017 have been submitted to the Chie! E vectis Office (CFO) 


——— Statement of profa or tse č 
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س‎ 
feat — = T 
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пне Of IH. hm improved from uw das pom CIO eamm ae стр fw MPG м 
bo ue S Operating in spam manufacturing ndut be this regut. бойм mg mimm Sune tae 
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~ ~ Y margin yu, 
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